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ABSTRACT 


The  Emergency  Loan  Guarantee  Act  of  1971  provided  up  to  $250  million 
in  guaranteed  loans  to  Lockheed  Aircraft  Corporation.  As  of  December 
1976,  $100  million  of  these  loans  were  still  outstanding. 

This  thesis  is  an  investigation  of  the  Emergency  Loan  Guarantee  Act, 
the  Bnergency  Loan  Guarantee  Board,  and  Lockheed  Aircraft  Corporation 
during  the  1971—1976  time  frame.  Both  the  legislation  and  Lockheed's 
subsequent  performance  under  the  1971  Act  are  evaluated. 
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I.  INTRODUCTION 


Lockheed  Aircraft  Corporation  and  the  term  "government  bailout" 
have  hprsr^pg  synonymous  to  many  individuals  due  to  the  operation  of  the 
Bnargency  Loan  Guarantee  Board  in  guaranteeing  loans  to  a maxima  of 
$250  million,  nade  possible  by  the  Emergency  Loan  Guarantee  Art  of  1971. 

The  debates  and  hearings  which  led  to  the  passage  of  the  Emergency 
Loan  Guarantee  Act  were  both  ccnplex  and  important  in  the  issues  raised. 
An  enormous  amount  of  material  was  presented  by  witnesses  for  and 
against  the  guarantees.  Congressional  approval  came  only  after  con- 
siderable controversy  and  very  close  votes  in  both  the  House  and  the 
Senate. 

Five  years  later  there  is  still  considerable  debate  over  the  "Lock- 
heed loan."  Many  of  the  same  issues  are  raised  over  and  over  again. 
Confusion  still  exist  over  the  "terras"  of  the  loan  guarantee.  This 
was  especially  true  during  discussions  on  possible  aid  to  New  York  City 
during  its  fiscal  crisis  in  late  1975. 

This  thesis  is  divided  into  three  main  parts:  (1)  A brief  descrip- 
tion of  the  hearings  and  de  a tea  leading  up  to  the  passage  of  the 
Emergency  Loan  Guarantee  Act.  The  Emergency  loan  Guarantee  Board  is 
described  and  some  of  its  actions,  over  the  years,  highlighted; 

(2)  Lockheed  Aircraft  Corporation  operations  are  looked  at  from  the 
inception  of  the  loan  guarantees  through  1976;  and  (3)  conclusions  are 
drawn  or.  the  author's  assessment  of  the  events  discussed  in  parts 

(1)  and  (2) . Sane  of  the  more  critical  predictions,  made  by  "expert" 
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witnesses  concerning  what  would  happen  if  the  government  did  guarantee 
loans  to  Lockheed  are  examined. 

Originally  conceived  as  a continuation  of  Lockheed  case  studies 
writbm  by  management  students  at  the  Naval  Postgraduate  School  in  1974, 
this  project  grew  to  its  present  form  as  research  material  was  gathered 
frcm  the  many  public  sources  available.  Every  attenpt  has  been  made  to 
verify  important  items  frcm  more  than  one  source  and  to  look  behind  the 
headlines  whenever  possible.  Canplete  source  infornation  is  provided 
to  aid  other  students  in  any  subsequent  efforts  to  investigate  Lockheed. 

3 

3 
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II.  THE  LOCKHEED  LOAN 


The  Emergency  Loan  Guarantee  Act  of  1971  was  signed  into  law  on 
August  9,  1971  following  a period  of  considerable  debate  and  controversy 
Many  of  the  issues  reflected  the  philosophical,  political  and  economic 
concerns  of  the  Congress.  All  of  them  are  of  interest  to  those  working 
in  the  defense  area. 


A.  A BRIEF  HISTORY  OF  THE  EMERGENCY  LOAN  GUARANTEE  ACT 

The  time  table  for  major  events  leading  to  the  loan  guarantee  in 
1971  is  as  follows 


May  .13  The  Administration  presented  the  bill  to  Congress 

asking  for  $250  million  in  government  guaranteed 
loans  for  Lockheed  Corporation. 

House  of  Representatives  Timetable 


May  13  — July 


July  8 

July  13-21 
July  26 

July  30 


"House  Banking  and  Currency  Carmittee  Staff  studies 
the  Administration's  bill. 

Staff  report  presented  to  committee  members  recom- 
mending rejection  of  proposed  guarantee. 

House  Banking  and  Oirrency  Committee  hearings. 
Committee  reports  the  bill  (HR8432)  by  a vote  of 
23  to  11. 

House  roll  call  vote  passes  HR8432  (192-189) . 


Senate  Timetable 


June  7 — July  9 

Senate  Banking,  Housing  and  Urban  Affairs  Committee 
holds  hearings. 

July  19  Carmittee  reports  the  bill  (S2308)  by  a vote  of 


10  to  5. 

July  21—31  Senate  floor  debate  of  S2308. 

August  2 Senate  roll  call  vote  passes  S2308  (49-48) . 

August  9'  President  Nixon  signs  the  bill  into  law. 


Tba  debate  was  sharp,  the  questioning  bough,  and  emotions  ran  high 


throughout  the  hearings.  This  was  not  a typical  Republican  vs. 
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Democrat,  liberal  vs.  conservative  or  Nortli-South  battle.  To  many  the 
Senate  appeared  in  a state  of  confusion,  with  Republicans  expressing 
solicitude  for  the  little  men  threatened  with  unemployment  and  Democrats, 
preaching  about  discipline  in  the  market  place.  The  battle  lines  were 
drawn  but  they  were  not  pure  and  simple.  Various  interest  groups 
exerted  enormous  pressure  [Ref.  1]. 

In  the  Congress  activities  were  highlighted  by: 

— Active  campaigning  by  California  Senators  Alan  Cranston  and  John 
Tunney,  both  liberal  Democrats,  for  the  Republican  Nixon  Mminis- 
tration  bill. 

— Senator  Hubert  Humphrey  (D-Minnesota)  voted  for  the  loan  guaran- 
tee. He  had  been  subject  to  severe  criticism  fran  organized 
labor  after  his  earlier  vote  against  the  SST. 

— 1971  Presidential  hopefuls  Senators  Birch  Bayh  (D-Ind) , Fred 
Harris  (D-Okla) , George  McGovern  (D-SD)  and  Edmund  Muskie  (D-Me) 
all  voted  against  the  loan  guarantee. 

— Senators  Stuart  Symington  (D-Mo)  and  Thomas  Eagleton  (D-fto)  in 
whose  state  McDonnell-Douglas  is  headquartered,  voted  against  the 
bill. 

— Both  Senators  Edward  Kennedy  (D-ftess)  and  Edward  Brook  (R-Mass) 
voted  against  the  measure.  General  Electrics  aircraft  engine 
group  is  located  in  West  Lynn,  Massachusetts . 

— Both  Connecticut  Senators  Ribicoff  (D)  and  Weicker  (R)  voted 
against  the  bill.  Pratt  and  Whitney  Aircraft  is  located  there. 

— Only  six  of  38  California  congressmen  voted  against  the  Iockheed 
guarantee. 

Many  Congressmen  admitted  voting  against  their  true  convections. 

This  was  especially  true  toward  the  end  of  the  roll  when  it  was  apparent 
the  vote  would  be  close.  The  final  tally  even  split  one  family.  Senator 
Barry  Goidwater  (R-Ariz)  voted  against  the  bill  while  his  son, 
Representative  Barry  Goidwater,  Jr.,  voted  for  it.  The  younger  Goidwater 
represents  the  Burbank,  California  district  where  a major  portion  of 
Iockheed  is  located  [Ref.  2] . 
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Well-kncwn  witnesses  at  the  hearings  included  [Ref.  3] : 

These  supporting: 

Daniel  Haughcon,  Chairman  of  the  Board,  Lockheed  Corporation. 

Cbaunoey  Medberry  III,  Chairman  of  the  Board,  Bank  of  America 
(as  well  as  representatives  fran  other  Lockheed  banks) . 

John  Connally,  Secretary  of  the  Treasury. 

Arthur  Bums,  Chairman,  Federal  Reserve  Board. 

Fred  Kail,  Chairman,  Eastern  Airlines. 

Ed  White,  President,  Bowman  Instruments  (L-1011  subcontractor) . 

Thomas  Kleppe,  Administrator,  Snail  Business  Association  (SBA) . 

Gearge  Meany,  President,  AFL-CIO. 

Those  against; 

Senator  William  Prcconire  (D-Wis) . 

Fred  Borch,  Chairman  of  the  Board,  General  Electric. 

Leonard  Woodcock,  President,  Aerospace  union  (UAW) . 

Ralph  Nader,  Center  for  the  Study  of  Responsive  Law. 

John  Galbraith,  Professor  of  Eoonomics,  Harvard  university. 

Vem  Countryman,  Professor  of  Law,  Harvard  Law  School. 

Major  splits  occurred  in  both  labor  and  industry,  among  congressmen 

and  academicians.  During  the  hearings,  it  became  apparent  that  major 

differences  within  the  Administration  itself  could  be  found  among  Defense, 

the  Treasury  and  the  President's  own  staff.  Filibusters,  cloture  votes, 

name  calling  and  threats  of  physical  violence  became  cormcnplace  on  the 

Senate  floor  [Ref.  4].  (See  Appendix  A for  vote  list.  House  and  Senate.) 


B.  ISSUES  RELEVANT  TO  DOD  POLICIES 

1.  Role  of  Defense  Contractors  and  the  Government 

The  role  of  the  Federal  Government,  as  it  interacts  with  private 
enterprise,  was  a topic  of  much  discussion.  TO  sane  the  loan  guarantee 
could  spell  the  beginning  of  the  socialization  of  the  American  aircraft 
and  aerospace  industry.  TO  others  this  socializing  process  had  taken 
place  many  years  before.  Indeed  the  very  notion  of  "free  enterprise" 
was  discounted  by  many  witnesses.  As  Treasury  Secretary  John  Connally 
said,  "the  time  has  come  within  the  United  States  vixen  we  have  to  look 
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at  things  differently.  Free  enterprise  is  just  not  all  that  free" 

[Ref  o 5] . He  and  others  expressed  more  concern  with  the  national 
eaoncrny  and  unemployment.  Times  were  rough,  especially  in  aerospace 
during  1971. 

A parallel  bill  would  provide  up  to  $500  million  in  loans  to 
corporations  essential  to  national  defense.  But  opponents  charged 
that  the  American  taxpayer  would  end  up  paying  dearly  for  excess 
capacity  „ Their  claim  was  that  government  contracts  pick  up  the  tab 
far  idle  equipment  [Ref.  6,  p.  26422}. 

The  very  important  role  of  competitive  markets  came  up  time 
and  time  again.  Proponents  would  argue  that  allowing  Lockheed  to 
fail  would  lessen  the  competitive  aspects  of  the  aerospace  industry. 

Others  argued  that  one  of  the  fractions  of  a competitive  environment 
is  to  screen  out  inefficient  competitors  and  punish  mismanagement. 

They  described  Lockheed  operations  during  the  latter  60' s in  these 
very  terms  [Ref.  6,  p.  26796] . 

The  motivation  for  KziDonnell  Douglas  (DC-10  airframe  producer) 
and  General  Electric  (DCHLQ  engine  supplier)  to  oppose  the  loan  was 
clear  to  pro-Lockheed  forces.  As  major  competitors,  they  would  attract  . 
a large  amount  of  Lockheed's  business  upon  bankruptcy  [Ref.  7] . For 
most  DOD  officials  having  Lockheed  stay  in  business  would  be  a definite 
advantage. 

2.  Government  Qontractdng'  Issues 

What  would  prevent  the  government  from  giving  Lockheed  prefer en- 
1 ial  treatment  in  contracts  if  the  guarantee  went  through?  Would  it 
not  be  in  the  government's  self  interest  to  see  that  Lockheed  gets  seme 
"sweetheart"  contracts  while  the  guarantee  is  in  effect  [Ref.  6,  p.  26409]? 
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Wouldn't  the  government  have  to  ease  up  on  its  contract  adai lustration 


policies  should  Lockheed  govenxnent  contracts  in  trouble  [Ref.  6, 
p.  26797]?  proponents  discounted  these  concerns  because  (1)  directions 
of  this  type  would  have  to  ccrae  down  frcm  higher  levels  and  would  wake 
a mockery  of  the  source  selection  and  contract  administration  process; 

(2)  competitors  would  quickly  catch  on  and  seek  redress  through  the  bid 
protest  channels. 

A major  contention  by  many  Lockheed  creditors  was  that  the 
government's  practice  of  Total  Package  Procurement  (TPP)  had  led  to 
Lockheed's  demise.  They  pointed  out  that  DOD  no  longer  contracted  by 
this  method  thus  implying  something  less  than  satisfaction  with  the 
process.  Loan  opponents  argued  that  TPP  would  still  be  around  had  it 
not  been  far  Lockheed's  mishandling  and  apparent  "buy-ins"  during  the 
late  60's  [Ref.  6,  p.  26811]. 

When  Civil  Aeronautics  Board  (CAB)  Chairman  Seoor  Brcwne  stated 
that  "the  government  has  traditionally  financed  ocnmercial  aircraft  in 
this  country  through  the  Defense  Department  where  military  R&D  has  been 
used  as  a basis  far  oocraercial  development"  [5] , hn  directly  overlapped 
the  government  and  comaercial  sectors  of  a business  like  Lockheed. 

This  edioed  the  claim  that  the  government  has  a direct  interest  in  com- 
mercial projects  such  as  the  Ir-1011.  When  progress  payments  stop  or 
slow  down,  a liquidity  squeeze  takes  place  in  all  areas  of  the  business. 
Opponents  felt  this  was  the  inherent  risk  in  this  type  of  business. 
Admiral  Kickover' s quote  that,  "We  have  been  generating  a new  philosophy 
where  we  privatize  profits  and  socialize  losses"  became  a popular  slogan 
for  loan  opponents  [Ref.  6,  p.  26998].  Industry  spokesmen  thought  just 
the  opposite  was  true. 
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3.  Subcontracting 

The  claim  that  the  U.  S.  Government  pays  for  subcontracting 
mistakes  and  subcontractor  pressuring  tactics  focused  in  on  the  L-1011. 
Rolls  Rpyce  (the  makers  of  the  Ir-1011  engines)  want  bankrupt.  The 
British  government  would  cane  to  its  aid  only  if  the  U.  S.  Government 
guarantees  Lockheed's  continued  existence.  This  in  turn  infuriates  G.E. 
and  Pratt  and  Whitney  who  lost  out  on  the  original  bids.  Is  the  U.  S. 
Government  going  to  protect  foreign  jobs?  What  about  Lockheed's  reputa- 
tion for  "sandpapering"  its  subcontractors  so  as  to  get  that  lew  bid  in? 
Isn't  this  really  a form  of  "buy-in"  [7]? 

4.  Bankruptcy 

Major  confusion  developed  throughout  the  hearings  as  to  what 
would  happen  to  government  contracts  should  Lockheed  go  bankrupt.  Secre- 
tary Packard  felt  sure  that  all  government  contracts  would  be  ccsrpleted, 
despite  bankruptcy,  although  delays  and  cost  increases  would  probably 
result  [2] . But  what  about  major  subcontractors  of  the  Ir-1011  who  are 
also  defense  subcontractors?  Many  claimed  that  every  defense  contract 
that  Lockheed  had  with  others  would  have  to  be  renegotiated. 

Others  argued  that  bankruptcy  would  actually  improve  performance 
in  government  contracts.  With  Lockheed  the  government  was  subsidizing 
an  inefficient  and  wasteful  producer.  Transferring  these  contracts  to 
others  would  result  in  new  ideas,  new  management  techniques  and  better 
cost  control  [Ref . 6,  p.  26795] . Major  coupe ti tors  to  Lockheed  felt 
sure  they  could  take  over  the  defense  portions  of  Lockheed's  contracts 
and  would  do  so  with  delight.  Most  of  these  projects  were  making  a 
profit  for  Lockheed  during  this  time  frame. 
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5.  Responsible  vs.  Irresponsible  Management 

Who  was  to  blame?  Was  it  government  contracting  under  Total 
Package  Procurement  or  general  mismanagement  within  Lockheed  itself? 
Both  overoptimistic  estimates  and  the  need  for  follow-on  defense  work 
were  cited  as  reasons  for  Lockheed's  $2  billion  "buy  in"  (C5A) . But 
economic  conditions , war  material  shortages  and  government  inflexi- 
bility certainly  had  a major  effect.  Deputy  Secretary  Packard  stated 
that  "past  procurement  policies  of  the  department  had  sheltered  bad 
management  by  encouraging  contractors  to  rely  on  the  government  to  bail 
them  out  when  they  made  a mistake,  or  took  on  a project  beyond  their 
capacity,  or  grossly  underestimated  costs"  [Ref.  2,  p.  155] . As  he 
saw  it  both  the  government  and  the  contractor  were  at  fault.  Would 
they  change? 

C.  EMERGENCY  LOAN  GUARANTEE  BOARD 

The  Emergency  Loan  Guarantee  Board  was  set  up  with  the  passage  and 
signing  of  Public  law  92-70  in  August  1971  (see  Appendix  B) . Ltader 
this  law  up  to  $250  million  in  guaranteed  loans  would  be  made  available 
to  Lockheed  from  its  24  lending  banks  (see  Exhibit  I)  as  part  of  an 
overall  financing  plan  [Ref.  8] . This  credit  arrangement  provided 
funds  in  amounts  up  to  $650  million.  Of  this  amount,  $400  million  re- 
presented the  refinancing  of  previous  loans  to  Lockheed  and  $250 
million  additional  funding  under  tht  terms  of  tlds  law.  Exhibit  II 
shows  how  this  guaranteed  loan  would  ccnpare  to  direct  loans  and  other 
guarantees  provided  by  the  U.  S.  Government  in  fiscal  years  1972  and 
1973  [Ref.  91. 

At  its  first  two  meetings  the  Board  considered  the  application 
received  from  Lockheed  on  August  18,  1971.  Key  Board  mentors  included 
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EXHIBIT  I 

PARTICIPATING  BANKS  AND  PERCENTAGE  OF  PARTICIPATION  IN  THE 

Specified 

Credit 
per  bank  (in 

1971  CREDIT  AGREEMENT 

Percentage 

millions  $) 

Name  of  Bank 

7.5% 

48.75 

Bank  of  America  National  Trust  and  Savings 

7.5% 

48.75 

Bankers  Trust  Company 

7.5% 

48.75 

The  Chase  Manhattan  Bank 

7.'.'% 

48.75 

First  National  City  Bank 

7.5% 

48.75 

Manufacturers  Hanover  Trust  Company 

7.5% 

48.75 

Morgan  Guaranty  Trust  Company  of  New  York 

7.5% 

48.75 

Security  Pacific  National  Bank 

5.75% 

37.375 

Continental  Illinois  National  Bank  and 

5.75% 

37.375 

Trust  Company  of  Chicago 
ftollnn  National  Bank  and  Trust  Company 

5.0% 

32.5 

Chemical  Bank 

5.0% 

32.5 

United  California  Bank 

3.75% 

24.375 

Crocker  National  Bank 

3.75% 

24.375 

The  First  National  Bank  of  Boston 

3.75% 

24.375 

The  First  National  Bank  of  Chicago 

3.75% 

24.375 

Irving  Trust  Company 

3.75% 

24.375 

wells  Fargo  Bank  National  Association 

2.0% 

13.0 

Girard  Trust  Bank 

2.0% 

13.0 

The  Philadelphia  National  Bank 

i.:s» 

8.125 

The  Bank  of  California  National  Association 

0.5% 

3.25 

The  Citizens  and  Southern  National  Bank 

0.5% 

3.25 

The  First  National  Bank  of  Atlanta 

0.5% 

3.25 

Trust  Company  of  Georgia 

0.25% 

1.625 

The  Fulton  National  Bank  of  Atlanta 

0.25% 

1.625 

The  Pacific  National  Bank  of  Washington 

100%"" 

“550" 

Source:  Emergency  Loan  Guarantee  Board,  "First  Annual  Report" 
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John  B.  Oonnally  (Chairman) , Secretary  of  the  Treasury;  Arthur  Bums, 
Chaimen  of  the  Federal  Reserve  Board;  and  William  Casey,  Chairman  of 
the  Securities  and  Exchange  Ccrnnissicn  (SBC) . By  September  9,  1971, 
the  Board  had  committed  the  government  to  guarantee  loans  to  Lockheed 
up  to  the  full  extent  of  the  $250  million  limit  under  the  Act  and 
authorized  the  first  takedown  in  the  amount  of  $50  million.  A further 
srheAiiA  of  loan  takedowns  is  found  in  Exhibit  III  (Ref.  10] . The 
highest  amount  of  guaranteed  bor r*  -■****  as  of  December  1976  had  been 
$245  million.  By  1975  Lockheed  had  asked  for  and  received  a two-year 
extension  on  the  guarantee  arrangement.  An  additional  one-year  exten- 
sion could  also  be  authorized  beyond  that  date. 

1.  Loan  Collateral 

As  required  by  the  law,  security  was  pledged  by  Lockheed  in 
the  form  of  the  entire  capital  stock  of  the  following  major  wholly- 
owned  subsidiaries  i 

Lockheed  Air  Terminal,  Inc. 

Lockheed  Electronics  Ocnpany,  Inc. 

Lockheed  Properties,  Inc. 

Lockheed  Shipbui  lding  and  construction  Company 

Lockheed  Missiles  and  Space  Oorporation 

TO  this  pool  was  added  (1)  cost  of  the  remaining  unpledged  inproved 
real  estate  owned  by  Lockheed  and  (2)  a security  interest  in  pr  oduc- 
tion and  other  equipment  owned  by  irekheed  and  located  in  Los  Angeles 
county.  The  only  fixed  assets  of  significance  not  included  as 
collateral  consisted  of  the  Marietta,  Georgia  plant  facility  on  which 
the  U.  S.  Government  already  had  a lien. 

2.  Interest  Rate  and  the  Guarantee  Fee 

A major  problem  discussed  during  early  meetings  of  the  Boar! 
concerned  the  interest  rate  and  guarantee  fees.  In  effect  the 
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-Interest  Rate  and  Guarantee  Fees  on  Loan  Takedowns  by  Lockheed 
Under  Government  Guarantee 
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problem  was  one  of  trying  to  determine  the  risk  to  the  gowerrment  of 
Lockheed  not  repaying  the  guaranteed  rortion  of  the  loan.  The  interest 
rate  and  guarantee  fee  were  finally  determined  on  the  basis  of  two 
principles: 

1.  The  bp,n<s  should  receive  a rate  of  inter- it  appropriate 
for  a risk-free  guaranteed  Loan  adjusted  far  "illiquidity* 
(sura  the  guaranteed  loans  do  not  have  the  ready  market- 
able it/  of  government  bills?  and  "additional  servicing 
costs*;  and 

2.  The  total  financial  charge  to  Lockheed  should  be  that 
rate  which  is  appropriate  for  a loan  of  this  risk  (con- 
sidering the  government's  unique  collateral  position) 
and  maturity;  and  furthermore,  the  total  charge  should 
not  be  such  as  to  allow  Lockheed  to  acquire  government 
guaranteed  finds  at  a lower  cost  than  other  ccapanics 

in  similar  circumstances  can  acquire  ncnrguaranteed  furls. 
Thus,  the  guaranteed  fee  has  the  characteristics  of  both 
a "risk  premium”  and  a "competitive  equalizer”. 

The  risk  free  base  used  for  determining  the  interest  rate  paid 
to  the  banks  was  tin  average  yield  on  outstanding  nine-month  Treasury 
bills,  to  which  was  added  1/4  percent  illiquidity  praniun  plus  a 1/8 
percent  allowance  far  the  servicing  cost  of  a guaranteed  loan. 

After  taking  into  consideration  the  general  maturity  and  risk 
structure  of  interest  rates,  the  rates  paid  on  bank  loan?  by  Irrge 
companies  in  rdrcumstancos  similar  to  Iockheod's  (prime  rate  plus  1/4- 
1/2  percent  premium  and  standard  compensatory  balance  requirement) , 
the  rate  borne  by  Lockheed  an  the  nonguaranteed  $400  million  loan 
(prime  plus  1/2  percent  with  an  additional  1/2  percent  payable  in  the 
future) , th> > value  of  the  collateral  covering  the  guaranteed  loan,  mad 
other  related  economic  data,  the  Board  decided  at  its  meeting  on 
September  9,  1971,  that  the  appropriate  total  charge  to  be  barm  by 
Lodthwd  an  its  first  takedown  under  the  guarantee  would  be  8 percent. 
(The  rate  cn  prime  short  terns  bank  loans  to  business  at  that  time  was 
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6 percent) . The  Board  decided  that  a guarantee  fee  of  2.3  percent 
would  apply  to  the  initial  loan  guarantee  and  to  each  subsequent  loan 
guarantee  unless  altered  by  the  Board.  This  fee  was,  in  fact,  altered 
on  three  different  occasions  prior  to  mid-April  1975  (see  Exhibit  III) . 

Guaranteed  loans  to  Lockheed  are  evidenced  by  Lockheed's  nine- 
month  promissory  notes  (the  "guarantee  i notes") . The  nine  month 
maturity  period  was  agreed  upon  as  a result  of  restrictions  imposed 
by  Lockheed's  indenture  for  the  outstanding  debentures  of  1956.  As 
the  nine-month  notes  nature,  Lockheed  is  permitted  to  refinance  and 
apply  the  proceeds  to  their  payment. 

3.  The  Bnergency  Loan  Guarantee  Fund 

An  Emergency  Loan  Guarantee  Fund  was  established  cn  the  general 
account  of  the  Treasury.  This  Fund  is  credited  with  fees  prescribed 
by  the  Board  in  connection  with  each  loan  guaranteed  under  the  act. 

Raids  in  excess  of  the  Board's  needs  were  invested  in  Uiited  states 
Government  Treasury  Bills.  Financial  statements  of  the  Board  as  of 
30  September  1976  are  shown  in  Exhibit  IV.  Exhibit  V illustrates  Board 
actions  over  the  yatrs  with  regard  to  Lockheed  operations  [Refs.  8,  11, 
12,  13,  103. 

4.  Summary 

tm  of  Daoasflbar  24,  1976  outstanding  guaranteed  loans  totaled 
$100  million.  Repayment  is  new  scheduled  for  Eecasrcber  1977  but  can  be 
extended  to  Luaenfaer  1978.  The  General  iterating  Office  (G8D) , in  a 
report  dated  January  1976  [Her.  14],  felt  Lockheed  would  need  the  (ex- 
tension and  still  not  repay  the  loan  on  time.  This  conflicts  with 
Lockheed  js&naganent  plans.  Having  paid  off  $95  million  of  the  guarantees 
loan  frtsa  January  to  December  1976,  they  had  made  significant  progress 
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EXHIBIT  IV 


1 


Source:  Qnergency  Loan  Guarantee  Board,  "Fifth  Annual  Report, 


EXHIBIT  V 


EMERGENCY  IOAN  GUARANTEE  BOARD  MILESTONES 


18  August  1971 
9 September  1971 
9 September  1971 


September  1971 


December  1971 


February  1972 
April  1972 


June  1972 
September  1972 

November  1972 
March  1973 

April  1973 


Lockheed  application  received. 

Lockheed  application  approved. 

Airline  customers  request  security  interest 
in  the  collateral  specified  in  the  1971  Credit 
Agreement  and  tb  j Security  and  Pledge  Agree- 
ment. 

The  Comptroller  General  in  a letter  to  the 
Board  asserting  the  legal  authority  of  the 
Government  Accounting  Office  (GAO)  to  review 
the  Board's  decisions,  requests  access  to  the 
Board's  records  for  that  purpose. 

Board  turns  down  GK>  request  to  review  deci- 
sions but  allows  them  to  audit  the  Board's 
records  relating  to  its  receipts  and  expendi- 
tures. 

GAO  again  asks  to  review  records  by  which 
decisions  had  been  made.  Again  Board  turns 
down  the  request. 

GAO  reports  the  Board's  negative  reply  to 
Senate  Committee  on  Banking,  Housing  and 
Urban  Affairs;  the  committee  expressed  the 
view  that  the  Board  should  cooperate  fully 
with  GAO. 

Board  makes  available  to  GAO  the  information 
requested. 

Board  meets  with  Lockheed’s  banks  to  discuss 
higher  than  anticipated  costs  in  the  Ir-1011 
program. 

Board  approves  change  in  loan  collateral. 

Board  approves  Lockheed  acquisition  of  Murdock 
Machine  and  Engineering  Ocrrpany  (manufacturer 
of  the  L-1011  wing  pylon) . 

Board  approves  Lockheed  acquisition  of  $1 
million  in  assets  of  Control's  Division  of 
Leach  Corporation  (net  an  Ir-1011  supplier) . 
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April  1973 
June  1973 

June  1973 
June  28,  1973 

December  1973 
December  1973 

December  1973 

January  1974 
May  1974 

May  1974 

February  1975 
May  1975 

May  1975 


Board  expands  monitoring  of  Lockheed.  A tech- 
nical analyst  begins  reviewing  the  Ir-1011  program. 

Weekly  paperwork  new  required  of  Lockheed. 

In  connection  with  Lockheed's  purchase  of  cer- 
tain property  to  be  acquired  from  the  General 
Services  Administration  (GSA) , the  Board 
approves  a GSA  promissory  note  secured  by  the 
property  to  be  acquired.  Ibis  possession  fee 
liability  did  not  affect  the  collateral  pool 
described  in  the  1971  Agreement. 

Board  approves  Lockheed' s request  that  would 
allow  it  to  escrow  prepayments  received  from 
foreign  government  customers  to  secure  advanced 
payments  or  performance  guarantees. 

Special  Report  to  Congress  recommends  that  the 
guarantee  program  be  disbanded  and  further 
guarantee  requests  be  considered  on  a case  by 
case  basis  by  the  Mndnistration  and  the 
Congress. 

Board  approves  amendment  to  1971  agreement. 

Board  meets  with  Lockheed's  banks  to  express 
concern  regarding  Lockheed's  financial  problems 
and  to  discuss  possible  solutions. 

Board  approves  a new  borrowing  schedule  to 
meet  Lockheed's  higher  than  anticipated  needs. 

Board  meets  with  Lockheed's  banks  again. 

Board  grants  its  consent  to  a new  L-1011  sales 
contract  with  Eastern  Airlines  allowing 
delivery  delays  in  1974. 

Board  O.K.'s  new  bank  agreement  and  $75  million 
in  acMitional  credit.  It  also  extends  borrow- 
ing until  December  30,  1975. 

Board  consents  to  delay  in  TViA's  delivery 
schedule. 

Board  meets  with  Lockheed's  banks  to  review 
company  forecasts  and  a proposed  refinancing 
plan  which  it  approved.  It  also  agreed  to 
extend  guaranteed  borrowing  until  December  1977. 

The  Board  allowed  Lockheed  Shipbuilding  and 
Construction  Company  to  obtain  the  necessary 
working  capital  for  a new  contract  award  by 
borrowing  to  $20  million  from  the  Lockheed 
Corporation. 
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July  1975 
August  1975 


September  1975 
September  1975 


January  1976 
February  1976 

toy  1976 

June  1976 

July  1976 
August  1976 


O.K.  'd  a schedule  delay  of  L-1011  deliveries 
to  Eastern  Airlines. 

The  Board  chairmen  strongly  condemns  Lockheed's 
foreign  payments  practices.  Lockheed  required 
by  the  Board  to  stop  improper  payments  to  foreign 
government  officials  or  political  organizations. 
Board  meets  with  principal  officers  of  Lockheed 
to  discuss  payments. 

Board  requires  Lockheed  to  adopt  strong  inter- 
nal measures  with  regard  to  a new  policy  on  the 
selection  of  international  consultants. 

Board  asks  Lockheed  for  additional  information 
so  as  to  assess  the  potential  impact  of  future 
public  disclosures  of  foreign  payments.  Board 
takes  steps  to  amend  the  1971  credit  agreement 
by  making  improper  payments  an  event  of  default 
under  that  agreement.  The  Board  requires  Lock- 
heed to  submit  periodic  monitoring  reports  in- 
dicating compliance  with  Lockheed's  new  policy 
in  the  area  of  foreign  payments. 

The  Board  staff  report  concludes  that  Lockheed 
could  survive  the  effects  of  disclosure  of  past 
foreign  payments  practices. 

Board  extends  deadline  for  effectuating  the 
April  1975  financial  restructuring  plan. 

Board  meets  with  Lockheed  officers  regarding  the 
improper  payments  and  changes  in  management 
personnel. 

The  Board  consents  to  Lockheed's  request  to 
enter  into  a security  agreement  with  the  Canadian 
Government  securing  the  performance  by  Lockheed 
of  its  obligations  under  a contract  to  manufacture 
and  sell  long-range  patrol  aircraft  to  the 
Canadian  Government. 

Board  consents  to  the  Company's  request  to 
produce  a Dash  500  version  of  the  L-IOU.  Lock- 
heed required  to  have  receipt  of  a minimun 
number  of  firm  orders. 

Board  consents  to  the  termination  of  the  1974 
Agreement,  which  provided  for  an  additional.  $75 
million  line  of  revolving  credit. 


Board  modifies  Dash  500  minimum  firm  order  re- 
quirements. Board  consents  to  more  borrowing 
by  Lockheed  Shipbuilding  and  Construction  from 
Lockheed  Corporation  (see  toy  1975) . 


September  1976  Board  meets  with  representatives  of  Lockheed 

and  its  banks  to  discuss  the  revised  plan  for 
financial  restructuring,  the  financial  condi- 
tion of  the  Company,  the  inproper  payments 
and  related  matters.  The  Board  retains  its 
right  to  declare  a default  an  the  1971  loan 
agreement  with  respect  to  any  past  inproper 
foreign  payment  which  had  not  been  disclosed 
prior  to  September  "8,  19761  Hie  Board  waives 
its  rights  to  declare  a default  for  any  prior 
payments  which  had  been  disclosed  previously. 

September  1976  Board  approves  revised  plan  for  financial. 

restructui'ing. 


Source:  Emergency  Loan  Guarantee  Board  "Annual  Reports,"  1972-1976. 
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toward  ocnplete  repayment  (see  Exhibit  VI) . Top  management  is  working 
hard  to  convince  the  banks  to  waive  their  rights  under  the  loan  guaran- 
tee agreement.  They  believe  the  heavier  Interest  burden  on  these  loans 
are  mare  than  the  caqpany  should  continue  to  pay.  By  late  1976  sane  of 
Lockheed's  creditors  agreed  with  than  [Ref.  15] . In  any  case,  GAO 
concluded  that  Government  interests  are  "adequately  safeguarded".  Thus 
it  is  doubtful  the  U.  S.  Government  will  "lose"  even  if  Lockheed  does 
fail.  Any  future  guarantees  under  this  Act  seams  unlikely  but  the 
inpact  of  the  "Lockheed  loan"  will  be  debated  for  seme  time. 
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Bnergency  loan  Guarantee  Beard,  "Fifth  Annual  Report 


III.  THE  TRISTAR  AND  LOCKHEED 

During  the  early  1960s  Lockheed  Aircraft  Corporation  remained  almost 
entirely  out  of  the:  ocranercial  aircraft  market.  By  1966  this  changed 
as  the  potential  need  for  a high  capacity  passenger  transport  was  made 
known  by  various  airline  officials. 

Both  domestic  and  international  passenger  traffic  had  been  increasing 
at  significant  rates  during  the  period  1963  to  1966.  MSny  airlines  were 
responding  to  this  by  adding  more  flights  into  same  already  overcrowded 
airports.  If  this  trend  continued,  passenger  and  aircraft  congestion 
at  major  airports  would  saturate  their  ability  to  handle  projected  traffic 
loads.  Both  airport  and  aircraft  planners  had  to  acme  up  with  scmethirig 
new  — larger  airports  and  larger  aircraft  to  service  them. 

With  many  new  routes  beginning  to  develop,  European  aircraft  manufac- 
turers presented  proposals  for  a high  capacity  "airbus".  U.  S.  manufac- 
turers were  also  encouraged  to  suggest  ways  to  meet  expanded  airix.  i 
needs. 

In  1966,  the  decision  was  made  at  Lockheed  to  develop  a new  commer- 
cial wide-bodied  jet.  This  decision,  when  combined  with  Lockheed’s 
strong  financial  position,  appeared  to  be  the  right  move  at  the  right 
time.  By  1971  this  decision,  along  with  others  in  the  defense  area,  was 
to  bring  Lockheed  to  its  knees  financially.  A sc  mary  of  major  L-1011 
events  during  the  1966-1971  time  frame  reveals  why. 

A.  SUMMARY  OF  EVENTS,  L-1G11  (1966-1971)  [Ref.  16] 

February  1966  Lockheed  studies  possible  ccmnercial  version  of 

G-5A. 
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December  1966 

Lockheed  asks  bid  proposals  on  "jumbo  jet” 
engines,  landing  gear  and  automatic  flight  con- 
trol system. 

March  1%7 

Lockheed  registers  $125  million  debenture-be— 
lieved  necessary  to  help  finance  the  new  airplane. 
The  decision  is  made  to  "go"  on  the  CIr-1011 
project. 

September  1967 

Lockheed  announced  publicly  its  commercial  air- 
craft  plans. 

February  1968 

First  L— 1011  setback  for  Lockheed  as  American 
Airlines  picks  the  McDonnell  Douglas  DC-10. 

March  1968 

L-lGii  price  levered  frcm  $17  million  to  $15 
million  per  aircraft  in  response  to  DC-10  price 

reduction. 

April  1968 

Orders  had  been  received  for  172  L-lOll's. 
Holla  Boyce  selected  to  produce  the  engines. 

September  1968 

Lockheed  officials  predict  a need  for  1400 
L-lOll's  by  1980  with  more  than  half  to  be  sold 
to/  1975. 

1969 

Oafense  contract  problems  hit  Lockheed  having 
a major  effect  on  XHL011  financing.  New  orders 
cam  very  slowly. 

March  1970 

Lockheed  ekes  the  Defense  Department  for  $650 
miLlion  in  assistance1,  over  the  next  three  years. 
They  claim  gwerrmsent  programs  are  eating  into 
L— 1011  funding.  Sec.  Fari'sarfl  suggests  receiver- 
ship or  merger  as  solution. 

April  1970 

Banks  say  they  are  not  willing  to  renew  and/or 
increase  Lockheed’s  line  of  credit  while  the 
government  contracts  dispute  is  still  unsettled. 

Sep  timber  1970 

Chairman  Haughtcn  persuades  Lockheed's  banks  to 
exchange  $400  million  line  of  unsecured  credit 
for  $500  million  unsecured  lorn.  He  also  per- 
suades mjor  L-1011  buyers  to  advance  $100 
million. 

Novattoer  1970 

Rolls  ftoyce  announces  that  development  costs  on 
L-1011  engine  CRB-211)  have  more  than  doubled 
original  estimates.  Ttop  Rolls  management  resigns 

February  1971 

lodkhasd  agrees  to  accept  $200  million  loss  on 
G-5A.'  Rolls  Eoyce  declares  bankruptcy. 
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{torch  1971  Iockheed-British  Government  talks  on  HB--211 

future. 

April  1971  New  contract  worked  out  on  KS-211.  British 

Government  and  lockhaed  barks  insist  that  the 
U.  S.  Government  provide  gimrantees  for  future 
loans  to  Lockheed. 

May  1971  Nissan  Admin  i stration  asks  Congress  to  approve 

U.  S.  guarantees  for  bank  loans  totalling  $250 
million  to  Lockheed. 


B.  THE  Ir- 1011  DEBATE 

After  months  of  hearings  the  lr-1011  had  been  scrutinized  in  every 
way  possible.  Expert  witnesses,  camiittee  reports.  Civil  Aeronautics 
Board  reports,  DOD  analysis  and  union  leaders'  opinions  were  discussed 


daily. 


Major  arguments  included: 


1.  Pro-tosm.  L-1011  Arguments 

— "An  estimated  <5u,000  persons  would  lose  their  jabs"  [if  the 
Ir-iOU  L%  fext’dnat^-prime  contractor  and  subcxxitractors.  ] 

-Sec.  of  dlreasury  [Ref.  2,  p.  157] 

— “The  continued  prakiction  and  development  of  the  Ir-1011  will 
maintain  the  healthy  competitive  and  productive  capacity  of  the 
airline  industry  and  will  most  certainly  be  in  the  national 
intousst.  •’  HERA  official  [Ref.  2,  p.  157] 

— “ [Mr]  carriers  stand  to  lose  all  or  a substantial  part  of 
their  investment.”  -CAB  Chairman  [Bef.  2,  p.  157] 

— ''Bankruptcy  would  not  only  eliminate  the  jobs  of  workers  at 
Lockheed  but  those  of  Lockheed's  suppliers  and  subocxitractors 
throughout  the  nation."  -Chian  leader  [Ref.  2,  p.  157] 

— "If  Lockheed  is  lust  only  two  competitors  will  remain." 

-HWA  Airline  official  [Ref.  2,  p.  157] 

— "Same  broad  guarantee  program  is  needed  to  aid  large  ocmpanies 
in  trouble  whsn  their  collapse  would  result  in  serious  reper- 
cussions throughout  the  economy."  —former  FPB  Chairman 

[Ref.  17]. 

— "We  have  a huge  investment  in  Ir-1011  inventories.  There 

is  no  way  to  realise  any  substantial  amount  fran  this  inventory 
other  than  by  delivery  of  aircraft.  We  lack  the  resources  to 
complete  and  deliver  aircraft  on  which  we  hold  firm  orders. 
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unless  we  have  a government  guarantee.  If  we  are  unable  to 
carp/  out  the  Ir-1011  program  Lockheed  will  surely  go  bankrupt." 
-Lockheed  official  [Ref.  18] 

— "Past  Defense  Department  policies  have  encouraged  defense 
contractors  to  take  on  programs  such  as  the  Ir-1011  which  were 
beyond  their  means."  — QOD  official  [18] 

— "The  private  sector  and  the  public  sector  must  work  together." 
— "There  is  a credit  crisis  in  many  major  companies  and  local 
governments" — "Lockheed's  dilemma  provides  only  a start  on  a 
public-private  capital  program."  -Bank  officials  [Ref.  19] 

2.  Anti-Loan  Ir-1011  Arguments 

— "The  u.  S.  economy  will  gain  $6.4  billion  in  G.N.P.  ever  the 
next  few  years  if  the  Ir-1011  is  cancelled  because  of  the  lower 
foreign  labor  content  of  the  DO-10.  There  would  be  a $1.7 
billion  favorable  impact  on  the  U.S.  balance  of  payments  during 
the  next  decade  if  the  Ir-1011  program  is  terminated." 

-Aerospace  Report1 [Ref.  20] 

— "Lockheed  is  likely  to  lose  as  much  as  $2  billion  on  the 
Ir-1011  program  and  these  losses  will  only  increase  if  the 
program  is  continued. " -Aerospace  Report  -420] 

— "The  Ir-1011  contains  serious  technical  deficiencies  including 
inadequate  engine  thrust,  excessive  weight,  and  questionable 
design  features  for  a commercial  aircraft."  -Aerospace  Report1 
[20] 

— "There  is  not  enough  business  for  three  firms  in  the  wide-* 
bodied  jet  field  and  Lockheed's  entry  will  severely  cripple 
the  present  dominant  U.  S.  position."  -Aerospace  Reportl{20] 

— "Short  term  unemployment  in  California  as  a result  of  can- 
celling the  L-1011  should  be  offset  in  six  to  nine  months  by 
high  DO-10  employment."  -Aerospace  Report1  [20] 

— "Tristar  had  an  American  content  of  only  60%. " — "If  Tristar 
orders  were  diverted  to  McDannell-Oouglas  DC-10,  with  a 90% 

U.  S.  labor  content  there  ultimately  would  be  a net  gain  in 
jobs."  -U.  S.  Senator  [Ref.  2,  p.  161] 

— "We  are  also  being  asked  to  rescue-indirectly-e  large 
British  company  in  direct  competition  with  American  firms." 

— U.  S.  Senator  [Ref.  2,  p.  156] 


1Sane  believed  that  this  Aerospace  Report  was  fran  a major  competi- 
tor of  Lockheed.  It  was  entered  into  the  Congressional  Record  by 
Senator  William  Promire  after  considerable  debate! 
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— "The  guarantee  would  be  fundamentally  inooneietent  with  a 
free  enterprise  syatsm,  would  involve  qcmaaam nt  fawnritit 
toward  Lockheed  in  relation  to  its  competitors  and  might  lead 
to  similar  guarantee's  for  other  aerospace  firms,"  -House 
Banking  Oamittee  Staff  Report  [Ref.  2,  p,  154] 

— "Conflicting  information  on  Ir-lOU  breakeven  point  indicates 
the  actual  breakeven  will  probably  be  much  higher  than  Lockheed 
projections."  -House  Banking  Committee  Staff  Report  [Ref.  2, 

p.  154] 

— "Cn  the  whole  monopoly  [in  the  airbus  market]  is  preferable 
to  artificial  ocnpetiticn."  -Academic  Dean  [17] 

— "If  the  lr-1011  program  were  scrapped  several  hundred  addi— 
tiorvJL  DC— 10's  would  be  manufactured  by  McDonnell  Douglas  and 
the  effects  of  the  shift  from  the  lr-1011  with  a British  made 
engine  to  the  DC-10  with  an  American  made  General  Electric 
engine  would  be  highly  advantageous  to  the  American  aerospace 
worker."  -New  Jersey  UAW  official  [18] 

— "Lockheed  is  carrying  unencumbered  assets  with  a bock  value 
of  $160  million  and  a current  or  insurable  value  of  $400 
million — which  would  be  available  to  the  banks  to  secure  the 
additional  $250  million  without  guarantees."  -University 
Professor  [Ref.  3,  p.  702] 


C.  PUTTING  BACK  THE  PIESCES-1971,  AFTER  THE  LOAN 
1.  New  Financing 

After  passage  of  the  Emergency  Loan  Guarantee  Act,  Lockheed 
went  to  work  to  get  a new  financing  package  ocnpleted  by  the  end  of 
August.  In  order  to  qualify  for  the  guaranteed  credit  they  would  have 
to  shuffle  unpledged  assets  to  produce  the  needed  $250  million  col- 
lateral. $153  million  worth  of  capital  stock  of  four  subsidiaries 
was  finally  pledged  along  with  Lockheed  Missiles  and  Space  Co.,  with 
an  estimated  $100  million  in  bock  value.  The  government  would  have  a 
preferred  position  on  $250  million  of  the  $253  million  in  collateral 
until  the  guaranteed  loan  was  repaid.  After  repayment,  the  $250 
million  in  assets  would  be  applied  to  the  $400  million  previously 
loaned  Lockheed  by  its  24  barks.  The  remaining  portion  of  the  new  $750 
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million  financing  package  was  expected  to  ocose  from  u.  S.  Ir-iOil 
osstamsro  in  the  fom  of  $100  million  in  accelerated  progress  payomts 
due  in  1S72  [Ref.  21] . 

2.  Airline  Negotiations 

Sin'Xi  delays  and  price  chang m tod  tatesvi  place  in  tte  IHLGH 
progr.ua,  Lockheed  officials  had  to  begin  delicate  m»pfci«tion  of 
airline  cmtraets.  With  Delta  and  TWA  accounting  for  51  o£  LociVtoad's 
103  firm  orders  and  17  of  its  75  options,  these  carriers  would  have 
the  greatest  b^^aisiing  poser.  Arnng  their  ear  If  ctoaada  ware  [Ref.  22] : 

(a)  Lockheed  oust  have  a firm  ooiafceaerfc  with  Rolls  Boyce  which 
should  include  delivery  dates  end  support  cxmuitnento. 

(b)  There  should  be  a ocmnitment  from  British  European  Airways 
for  ail  LrlQiX  order. 

(c)  TSiere  wst  to  a settlement  of  all  outstanding  defense 
contract  problems  before  they  would  oattanit  themselves 
further  to  the  IHL011  program. 

(d)  Ir-101i  orders  should  be  eligible  for  an  investment  tax 
credit. 

(e)  All  other  firm  order  customers  must  remain  in  the  Ir-1011 
program  m a condition  to  their  staying  with  the  program. 

If)  lockhead  must  renegotiate  all  option  schedules  and  terms. 

As  a further  haunter  both  airlines  held  firm  price  agreements 
with  McDonnell  Douglas  en  the  DO-10  aircraft.  Ccnpetitive  price  would 
be  a big  factor  in  ary  sides  talks. 

In  addition  to  the  airline  customers,  Lockheed  was  required 
by  the  Emergency  loan  Guarantee  Board  to  have  reached  agreement  with 
all  major  L-1011  parties.  This  would  include  its  24  banks  and  its 
engine  supplier.  Bolls  Boyce  Ltd.  The  first  meeting  of  the  loan  Board 
turned  down  Lockheed1  s application  because  a basic  agreement  had  not 
been  reached. 
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New  government  ennnrmic  programs  caused  problems  in  the  airline 


negotiations.  A new  10%  import  surcharge  added  further  costs  to  the 
I&-211  Ir-1011  engines.  This  new  tax  would  cost  an  additional  $280, 000 
per  shipset  (three  engines) . The  airlines  wanted  the  additional  expense 
shared,  while  Lockheed  wanted  the  airline  customers  to  pay  the  entire 
amount  [Ref.  23]. 

The  negotiations  were  very  difficult  with  agreements  becoming 
harder  to  obtain  as  time  went  by,  with  the  $100  million  in  advanced 
progress  payments  a particularly  sticky  point.  Varying  airline  needs 
also  became  an  issue  during  the  talks.  Delta  Airlines  held  out  for 
specific  delivery  delays  and  thus  was  against  advanced  payments,  while 
others  wanted  a longer  range  version  Ir-1011.  TWA  wanted  its  optical 
dates  extended  through  June  of  1972.  'There  was  unanimous  agreement 
that  Lockheed's  mere  existence  was  a major  concern. 

By  .September  the  major  customer  airlines  were  expressing  con- 
fidence in  the  future  and  were  satisfied  that  the  loan  Board  would 
accept  the  cccpranise  that  held  been  reached.  The  airlines  would  pick 
up  the  10%  surcharge  on  the  engines  and  advance  the  $100  million  during 
November  1972. 

3.  Agreements 

By  mid-September  Lockheed  had  signed  contracts  with  its  24 
banks,  its  major  Tristar  customers  and  the  U.  S.  Government.  The  most 
imradiate  effect  of  the  signing  was  to  clear  the  way  for  the  first 
guaranteed  borrowing.  This  amount-$50  mil  lien- was  urgently  needed  to 
cover  the  $5  million  weekly  payroll  on  the  Ir-1011  program.  Since  some 
of  the  uncertainty  in  operations  was  removed,  Lockheed  could  also 
re-hire  4400  employees  for  the  Ir-1011  production  line  [Ref.  24] . 
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4.  Suanary 

During  the  retaining  months  of  1971  production  line  and  test- 
ing problems  would  continue  to  cast  a shadow  over  the  IHL011.  Small, 
nagging  items  caused  considerable  trouble  for  both  Lockheed  and  Bolls 
Boyce.  With  pre-certificaticn  flight  hours  now  adding  up,  lingering 
doubts  remained.  How  would  the  R&-211  stack  up  against  the  General 
Electric  engines  on  the  DC-10?  Was  there  sufficient  growth  potential 
in  the  Ir-1011?  Having  survived  a financial  crisis  could  Lockheed 
afford  any  major  technical  problems?  These  and  other  questions  would 
have  to  wait  for  some  time  before  any  clear  answers  would  develop. 

Lockheed  appeared  to  be  back  fran  the  dead  by  December  of 
1971.  They  had  managed  to  better  their  cwn  financial  forecasts  with 
surprising  results  in  defense  projects,  (see  Exhibits  VII,  VIII,  IX) 
lower  fixed  assets  expenditures,  lower  inventories  and  greater  customer 
advances  than  expected  (in  programs  other  than  the  L-1011)  resulted  in 
an  improved  cash  flow',  which  reduced  borrowing  requirements.  Total 
bank  borrowings  were  $475  million  fay  the  end  of  the  year  instead  of 
the  $520  million  anticipated. 

Lockheed  also  took  firm  steps  to  reduce  costs.  Besides  reduc- 
ing the  overall  work  force  they  cut  their  overhead,  sold  non-productive 
property  and  held  new  plant  and  equipment  expenditures  to  a minimum. 
Hare  selective  bidding  and  the  careful  use  of  research  and  development 
funds  lowered  the  level  of  new  business  expenditures.  A conscientious 
program  of  waste  reduction  was  having  a positive  effect  [8] . 

The  newly  restructured  AH-56A  and  C-5A  contracts  were  in  effect 
by  the  end  of  the  year.  The  switch  fran  fixed  price  to  cost  reimburse- 
ment contracts  permitted  the  sale  of  inventories  on  hand  under  these 
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programs.  With  the  risk  factor  reduced  and  better  cost  control  measures 
in  effect  the  cash  drain  from  these  programs  bad  finally  stopped.  The 
potential  to  once  again  attain  the  top  position  among  defense  contractors 
seemed  possible  as  the  new  year  began. 

EXHIBIT  VII 

— LOCKHEED  AIRCRAFT  CORPORATION  1971  EARNINGS  STATEMENT 
AS  COMPARED  TO  BASELINE  FORECAST  (in  millions  of  dollars) 


Difference 


Baseline 

From 

♦Actual 

Forecast 

Forecast 

Sales 

2,952.4 

2,994.0 

0317*5 

Interest  and  Other  Income 

6.4 

6.1 

.3 

Total 

2,958.8 

37(556.1 

Tm.ir 

Interest  Expense 

33.3 

37.2 

(3.9) 

Other  Expenses  and  Costs 

2,800.1 

2,940.8 

(140.7) 

Total 

'27575.6' 

H3 or 

Operating  Income  (loss) 

25.4 

22.1 

3.3 

Provision  for  Taxes 

13.8 

10.8 

3.0 

latal 

— ets 

— H3 

.3 

Gain  on  Sale  of  Land 

3.8 

3.8 

Net  Income 

— itt 

— I57T 

7T 

♦Operating  Statement  "Actual,"  certified  to  by  Arthur  Young  & Carpany, 

Certified  Public  Accountants. 

Note:  The  Auditor's  Report  far  1971  continues  to  express  a qualified 

opinion.  Specifically,  the  opinion  is  "...subject  to  the 
realization  of  L-1011  Tristar  inventories  and  finalization  of 
amendments  to  certain  ship  construction  contracts..." 

Source:  Iockheed  Aircraft  Corporation. 

Emergency  Loan  Guarantee  Board,  "First  Annual  Report." 
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EXHIBIT  VIII 

— LOCKHEED  AIRCRAFT  CORPORATION  BALANCE  SHEET  AS  COMPARED  TO 
BASELINE  FORECAST  (in  millions  of  dollars) 


Actual 

Baseline 

Difference 

From 

12/26/71 

Forecast 

Forecast 

ASSETS 

Cash  and  Equivalent 

102 

51 

51 

Receivables  (Net) 

United  States  Government 

143 

127 

16 

Other 

39 

36 

3 

Inventories  (Net) 

851 

890 

(39) 

Prepaid  Expenses 

30 

29 

1 

Total  Current  Assets 

1,165 

1,133 

32 

Fixed  Assets  (Net) 

300 

343 

(43) 

Other  Assets 

6 

3 

3 

Total  Assets 

1,471 

1,479 

(8) 

LIABILITIES  AND  NET  WORTH 
Accounts  Payable 

187 

193 

(6) 

Deferred  Taxes 

49 

45 

4 

Retirement  Plans 

76 

67 

9 

Salaries  and  Wages 

88 

81 

7 

Other  Current  Liabilities 

114 

64 

50 

Total  Current  Liabilities 

5l4 

450 

64 

Bank  Borrowings 

475 

520 

(45) 

Notes  Payable 

27 

(27) 

Liabilities  to  united 
States  Government 

100 

100 

Debentures 

132 

132 

Net  Worth 

250 

250 

Total  Inabilities  and 
Net  Worth 

1,471 

1,479 

(8) 

Source:  Lockheed  Aircraft  Corporation.  Colunn  "Actual11  taken  from 
Statements  certified  to  be  Arthur  Young  & Company,  Certified 
Public  Accountants. 

Emergency  Loan  Guarantee  Board,  "First  Annual  Report." 
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EXHIBIT  IX 


— LOCKHEED  AIRCRAFT  ODRPCRATICtl  1971  NET  OPERATING  INOCME 
AS  COMPARES  TO  BASEIaNE  FORECAST  (in  millions  of  dollars) 


Difference 

Baseline  From 

Actual  Forecast  Forecast 


Operating  Profit  (Loss) 

Other  than  L-1011  program  137.0 

Ir-1011  program  (78.3) 

Interest  Expense  (33.3) 

Subtotal  25.4 

Less:  Provision  for  Tajces  33.8 

TO" 

Gain  on  Sale  of  Land 

(after  tax)  3 . 8 

1373" 


118.7 

(59.4) 

(37.2) 

15J 

10.8 

11.3 


3.8 

Oi- 


ls.3 
(18.9) 
3.9 
TJ 
3.0 
7T 


3 


Note:  Operating  Loss  on  the  L-1011  program  includes  general  and 

administrative  expense  of  $38.3  million  and  $40  million  of 
certain  disruption  costs  in  connection  with  the  Rolls-Royce 
receivership  that  interrupted  and  delayed  the  Tristar  program. 
(By  the  end  of  1971,  Lockheed  had  charged  to  income  $158 
million  of  Tristar  costs.) 

Source:  Lockheed  Aircraft  Corporation 

Emergency  Loan  Guarantee  Board,  "First  Annual  Report." 


D.  1972  - 1975 

The  years  since  the  1971  disruption  have  been  difficult  for  Lockheed 
and  many  other  businesses.  Inflation,  recession,  oil  embargoes  and 
little  or  no  growth  hit  many  very  hard.  This  was  magnified  somewhat 
for  firms  like  Lockheed  who  were  also  dependent  on  a dwindling  defense 
procurement  budget.  But  their  largest  nonr-defense  effort  ever  continued 


i 


to  be  the  biggest  headache. 

1.  The  Airline  Industry 

L-1011  sales  depend  upon  orders  from  airlines  which  are  depen- 
dent on  healthy  passenger  traffic.  During  the  L-1011  planning  and  early 


1 

j 

i 


. 


1 


development  stages  airline  industry  growth  was  considered  excellent.  j 

i 

j 

Domestic  passenger  traffic  increases  averaged  about  9.3%  over  a 10  year  j 

(1954-1974)  period,  with  the  peak  years  during  the  middle  60' s.  During  1 

the  sane  time  international  passenger  traffic  managed  a growth  rate  of  ! 

5.5%.  These  early  growth  trends  led  to  optimistic  forecasts  for  wide-  j 

] 

bodied  jet  sales  prior  to  and  immediately  after  the  1971  time  frame.  i 

In  1971,  Lockheed  was  forecasting  sales  of  220  L-lOll's  by  1977  with  a 
market  requirement  for  775  airbuses  by  1980.  Secretary  of  Transporta- 
tion, John  \folpe,  using  Federal  Aviation  Administration  (FAA)  growth 

|j 

forecasts,  predicted  a market  demand  for  760  three  engine  wide  bodied 

aircraft  during  the  1970's.  A CAB  study  put  the  figure  at  798  over  the  . 

same  ten  year  period.  Every  forecast  used  a "reasonable"  airline 

traffic  growth  rate  of  ten  percent  per  year  in  oarputing  their  forecasts.  j 

I 

Assuming  the  demand  for  Ir-1011 ' s was  as  expected  by  Lockheed,  break-even  i 

j 

was  put  in  the  255-265  range.  With  176  orders  for  the  L-1011  fcy  Decem- 
ber 31,  1972,  there  was  little  reason  to  believe  these  goals  would  not 
be  met.  Then  conditions  changed. 

During  the  summer  and  fall  of  1973  airline  revenue  passenger 
traffic  growth  became  extremely  sluggish.  The  Arab  oil  embargo,  begin- 
ning in  October  1973,  resulted  in  higher  fuel  costs  and  further  carpli— 
cated  the  outlook  for  the  future.  Operating  costs  skyrocketed  as  fuel 
prices  doubled  almost  overnight.  Scheduled  flights  were  cut  back  sharp- 
ly throughout  the  industry  and  a significant  number  of  aircraft  were 
temporarily  grounded.  The  overall  growth  rate  declined  from  11.1%  in 
1972  to  6.9%  in  1973  with  the  majority  of  this  decline  taking  place 
during  the  latter  half  of  the  year.  This  slowdown  had  an  immediate 
effect  on  Lockheed  when  three  of  its  customers,  TWA,  Eastern,  and 
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Pacific  Southwest  Airways  (PSA)  requested  delivery  delays,  The  uncer- 
tain environnent  facing  Iockheed's  other  customers  caused  them  to 
postpone  either  the  exercising  of  existing  options  or  the  placing  of 
new  orders. 

Higher  fuel  costs  continued  to  plague  the  airlines  throughout 
1974  and  1975  and  inflation  helped  cut  passenger  travel  growth  to  a 
year>-to-year  increase  of  less  than  2%.  As  a consequence,  demand  for 
wide-t>odied  aircraft  remained  depressed  [Ref.  25] . 

2.  Selling  the  TriStar 

Sales  of  the  Tristar  were  non-existent  during  the  early  months 
of  1972,  while  its  major  competitor,  the  DO-10,  fared  somewhat  better 
because  of  its  more  versatile  configurations.  Lockheed  did  not  have 
a long  range  version  of  the  Ir-1011  and  estimates  of  development  costs 
exceeding  $70  million  were  holding  back  any  decision  in  this  direction. 
By  early  February  a 5%  increase  in  the  basic  Ir-1011  price  was  thought 
to  be  necessary  but  had  to  be  put  off  because  of  the  lack  of  demand 
[Ref.  26] . Despite  a recently  devalued  dollar,  increased  costs  would 
have  to  be  absorbed. 

The  early  pessimism  caused  by  the  slew  sales  diminished  somewhat 
by  mid-April.  After  a successful  test  program  and  EAA  certification. 
Chairman  Daniel  Haughton  announced  that  the  Ir-1011  would  go  long  range. 
With  this  declaration  Mr.  Haughton  ’ s immediate  problems  were  to  (a)  con- 
vince Rolls-Royce  Ltd.  to  build  the  necessary  higher  thrust  engines, 

(b)  convince  the  British  Government  to  help  finance  the  new  engine 
development,  (c)  get  the  es  tine  ted  $70  million  necessary  to  cover  air- 
frame development  costs,  and  (d)  find  airlines  willing  to  purchase  this 
long  range  jet  (designated  the  Ir-1011— 2) . This  was  to  prove  to  be  no 
easy  task. 
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Quick  ample  decisions  were  not  about  to  develop  in  this  type 
of  environment.  Two  typical  problans  that  had  to  be  faced  were  [26] : 

(1)  The  British  Government  was  not  going  to  put  up  the 
necessary  $52  million  for  the  bigger  engine  unless 
Lockheed  was  going  to  build  an  airplane  that;  needed 
it.  Lockheed  could  not  build  the  extended  range 
airplane  if  it  did  not  get  a carmitraent  that  the 
bigger  engine  would  be  available. 

(2)  Although  not  building  the  long  range  Ir-1011  might 
doom  all  the  Ir-1011  program,  building  a truly  long 
range  trijet  conpetitive  with  the  DG-10-30  might 
doom  it  also. 

Still  the  thrill  of  seeing  its  first  Ir-1011  go  into  service  with 
Eastern  Airlines  overshadowed  the  immediate  problems  and  led  to 
even  greater  plans. 

By  May  1972  the  talk  was  of  two  new  versions  of  the  Ir-1011. 
Along  with  a modified  extended  range  version  (designated  tha  Ir-1011— 
100)  would  be  added  the  Ir-1011  stretched  fuselage  version.  This  plane 
would  be  aimed  directly  at  the  high  density,  low  fare,  inclusive-tour 
European  market.  According  to  Chairman  Haughton,  the  demand  for  this 
new  stretched  airplane  could  exceed  250,  of  which  the  last  100  would 
be  profitable. 

Mr.  Haughton' s new  announcement  caused  quite  a stir.  More 
than  a few  Lockheed  corporate  executives  wished  he  had  said  nothing 
at  all  about  stretching  the  Ir-1011.  They  felt  that  the  timing  was  in- 
appropriate since  Lockheed  was  working  on  bank  approval  of  the  long 
range  Ir-1011  and  there  was  a general  softness  in  the  airline  industry. 
Nevertheless  he  continued  to  speak  out.  Since  the  basic  Ir-1011  would 
make  its  international  debut  in  London  during  August,  interest  would 
surely  be  high  for  the  newer  model.  Rough  technical  data  on  the 
"stretch"  included: 
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— two  fuselage  plugs  ahead  and  aft  of  the  wing. 

— rancving  the  capacity  for  about  30 , 000  lbs  of  fuel. 

— using  42,000  lb  thrust  engines  with  the  capacity  to  retrofit 
to  the  45,000  lb  version. 

This  would  allow  far  a range-limited  airplane  (about  3000 
nautical  miles)  but  would  acccrmodate  50  more  passengers  for  a total 
of  400  in  high  density  seating. 

Lockheed  officials  were;  unanimous  in  their  feelings  of  kinship 
with  Rolls  Royce.  With  a good  possibility  of  a new  engine  they  con- 
sidered that  Lockheed,  Rolls  Royce  and  the  British  government  were 
firm  partners  in  the  entire  Ir-1011  program.  The  goal  was  to  develop 
the  basic  Ir-1011  into  a family  of  aircraft.  The  extended  range  version 
was  aimed  at  the  North  Atlantic  areas,  the  stretched  version  was  to  be 
used  within  Europe  and  the  basic  Ir-1011  was  to  cover  the  continental 
United  States.  It  was  projected  that  the  Ir-1011  price  would  be  lower 
than  all  comparable  DC-10 's.  Predictions  of  need  by  major  airlines 


included  [26]: 

Air  Canada 25  (extended  range) 

BQftC2 30  (extended  range) 

TWA 50  (extended  range) 

BEA2 30  (basic  model) 

British  Caledonia2 17  (extended  range) 

Turkish  Airlines 6 (extended  range) 

All-Nippon 40  (both  models) 

Japan  Airlines 15  (both  models) 

The  airbus  market  in  the  U.  S.  had  all  but  dried  up  by  mid-year 

1972;  so,  it  was  with  much  relief  for  Lockheed  officials  when  British 

European  Airways  (BEA)  ordered  six  of  the  basic  L-1011's  and  optioned 


2Presunably  sane  of  the  British  planes  would  be  the  stretch  version, 
but  this  was  not  specified. 
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for  six  of  the  long  range  variety,  Although  less  than  expected r it  was 
felt  that  these  initial  orders  would  "get  the  ball  rolling."  It  was  the 
first  sale  of  any  consequence  in  almost  two  years  and  had  been  eagerly 
awaited.  Perhaps  now  the  charter  airlines  in  Europe  and  national  air- 
lines in  the  MidEast  and  Far  East  would  "jump  on  the  bandwagon"  [Ref.  27] . 

Mixed  results  continued  throughout  1972.  Although  a total  of  29 
orders  were  received  for  the  Tristar,  only  eight  of  these  were  firm. 

The  other  22  were  options  which  called  for  a minimum  down  payment.  This 
would  be  forfeited  should  the  order  be  cancelled.  Of  the  21  aircraft 
promised  for  delivery  during  1972  only  17  were  completed  [11] . 

Rolls  Boyce  and  the  British  Government  began  development  on  a 
new  48,000  lb  thrust  engine  in  late  1972.  This  would  boost  the  basic 
Ir— 1011  range  to  an  expected  3900  miles  and  not  require  the  large  new 
development  investment  by  Lockheed.  This  range  was  apparently  satisfac- 
tory to  a number  of  airlines.  Yet  Lockheed  officials  still  dreamed  of 
a "new"  truly  long  range  aircraft, 
a.  Orders  diminish 

The  slower  than  expected  sales  during  1972  [Ref.  28]  looked 
good  compared  to  the  next  three  years.  Although  23  Tristars  were 
ordered  during  1973  only  seven  of  these  were  firm  [Ref.  29] . Orders  for 
10  aircraft  in  1974  [Ref.  30]  were  followed  by  zero  orders  in  1975 
[Ref.  31] . The  recession  had  finally  caught  up  with  Lockheed.  It  was 
a scramble  in  many  ways  just  to  keep  the  option  orders  alive.  Many 
times  special  extensions  of  the  option  cancellation  dates  were  necessary 
to  prevent  an  option  fron  being  dropped  [Ref.  32] . 

The  difficulties  experienced  by  Lockheed's  customers  and  the 
downward  revisions  of  their  anticipated  needs  for  fleet  additions 


prcmpted  setae  airlines  to  request  delivery  delays  and  in  one  case  can- 
cellation. In  March  1975  Pacific  Southwest  Airlines  (PSA)  requested 
that  Lockheed  defer  delivery  of  one  L-1011  and  cancel  two  other  orders. 
By  June  they  had  further  notified  Lockheed  that  they  would  not  accept 
delivery  on  the  already  scheduled  dates  and  would  not  accept  two  addi- 
tional aircraft  which  were  also  under  contract  [31] . This  unusual 
circurastance,  plus  the  return  of  two  other  aircraft  sold  earlier  under 
a market  support  agreement,  put  Lockheed  in  a very  awkward  situation. 
They  were  now  reselling  their  cwn  jets  in  the  market  place  at  a lower 
price  than  the  newer  ones  they  were  producing.  In  effect  they  were 
carpeting  against  themselves  and  could  cnly  lose. 

Early  in  1974  the  modified  Ir-1011— 2 plans  were  put  aside 
[Ref.  33] . The  market  was  not  there  but  the  competition  was.  Going 
ahead  with  these  plans  would  have  put  the  Ir-1011  in  direct  competition 
with  the  long  range  DC-10  and  the  Boeing  747,  which  were  not  selling 
wall  either.  With  this  postponement,  a possible  $100  million  financing 
package  fran  Surra  Corporation  (see  section  III. D. 3. a)  was  allowed  to 
lapse  [Ref.  34] . Lockheed  would  instead  concentrate  on  less  extensive 
modifications  which  could  increase  the  L-1011 *s  range  enough  to  cross 
the  Atlantic  safely.  Eventually  two  modified  versions  (L-1011— 100  and 
L-1011— 200)  would  be  developed  to  meet  the  different  needs  of  the  many 
different  airlines.  A comparison  of  these  versions  is  shown  in 
Exhibit  X.  The  Rolls  Royce  SB-211— 22F  would  be  ready  in  mid-1976  while 
the  524-engine  with  48,000  lb  thrust  was  expected  to  be  available  in 
1977. 

Most  of  the  sales  that  did  take  place  during  1974  were  of 
the  longer  range  varieties  (Ir-1011— 100)  and  were  to  foreign  air 
carriers.  Hong  Kong's  Cathay  Pacific  Airways  placed  the  first  firm 
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EXHIBIT  X 
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Aircraft  Corporation 


long  range  order  in  March  1974.  The  purchase  of  two  planes  outright 
and  options  for  two  more  caused  quite  a stir.  This  $100  million  order 
had  been  fought  over  for  months  with  McDonnell  Douglas  Corporation 
[Ref.  35] . Lockheed  officials  now  optimistically  predicted  other  sales 
based  on  this  airline's  show  of  confidence.  New  sales  in  April  to 
Saudi  Arabian  Airlines  brought  further  confidence. 

One  of  the  more  premising  lr-1011  sales  rvmors  came  fran  the 
Soviet  Union.  Lockheed  was  working  hard  on  a route  study  for  Aeroflot 
which  would  provide  the  Russians  with  recommendations  an  fleet  size, 
aircraft  types  and,  ultimately  the  sale  of  30  or  more  long-range  version 
lr-1011' s.  Officials  admitted  that  any  sale  of  this  type  would  be 
steeped  in  controversy  and  red  tape.  Nevertheless  Lockheed  officials 
conferred  with  the  Russians  many  times  in  1974  [Ref.  36] . 
b.  Textron's  Deadline 

During  1974  a possible  Lockheed-Textron  recapitalization 
plan  developed  in  which  aircraft  sales  were  to  be  an  important  part. 

(See  section  IIX.D.3.b)  A major  stipulation  was  that  Lockheed  would 
find  45  firm  orders  for  the  lr-1011  by  30  November  1974.  These  orders 
would  be  sufficient  to  bring  the  total  program,  including  airplanes 
already  delivered  to  180. 

Airline  reaction  among  Lockheed's  best  customers  was,  on 
the  whole,  negative.  Cne  spokesman  asked  why  the  airlines  should  put 
up  more  money  now  (down  payments  on  additional  orders)  while  Textron 
"gets  all  the  goodies— -a  45%  aontrol  for  $5  per  share"  [Ref.  37] . Delta 
Airline's  spokesman  predicted  lots  of  pressure  to  firm  its  options  (it 
had  18  as  of  June) . Eastern  and  TWA  expressed  similar  feelings.  "If 
they  expect  us  to  move  overnight,"  cne  equipment  planner  said,  "they'll 
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be  mistaken"  [37] . The  major  carriers  claimed  that  setting  a deadline 
(November  30)  was  unrealistic,  when  ordering  large  airplanes  involving 
millions  of  dollars.  Airlines  need  to  knew  what  the  traffic  will  allow 
in  the  caning  years  before  raising  and  admitting  large  sums  of  money. 
During  1974  traffic  and  predictions  indicated  downward  trends. 

During  the  months  that  followed  the  pressure  developed  as 
predicted.  Mr.  Haughtan  and  Mr.  Miller  (Textron  Chairman)  made  joint 
sales  calls  on  a half-dozen  U.  S. , Canadian  and  British  airlines  urging 
them  to  firm  up  options.  With  ircrv*y  tight,  profits  and  traffic  down 
and  operating  costs  up,  few  airlines  were  eager  to  bite  [Ref.  38] . By 
September  the  November  30th  deadline  had  been  pushed  back  into  December, 
and  by  December  14th  it  was  changed  again  to  February  of  1975.  It 
finally  became  necessary  to  change  the  terms  of  the  agreement  (eliminat- 
ing the  45  aircraft  requirement)  to  give  any  hope  that  a deal  would  be 
finalized  [Ref.  39]. 

Despite  the  paucity  of  new  orders  (10)  during  1974,  Lockheed 
did  manage  to  deliver  on  time  all  41  aircraft.  It  was  hoped  delivery 
schedules  and  predicted  new  orders  would  also  be  met  during  1975. 

With  the  overall  condition  of  the  airline  industry  worsening 
and  the  slowing  general  state  of  the  economy  having  its  effect,  no  new 
orders  for  the  Ir-lGll  were  placed  during  1975.  TWu  customers,  by  sell— 
ing  their  L-1011's,  managed  to  divert  at  least  five  additional  orders 
frar.  Lockheed's  bocks.  Others  indicated  their  intension  to  defer  new 
equipment  purchases  by  extending  the  service  liver  and  increasing  the 
seating  density  of  their  existing  fleets.  It  was  necessary  to  extend 
the  cancellation  dates  on  seccnd-buy  orders  for  35  Tristars  and  cancel 
two  others  during  1975  [31] . This  negative  trend  in  sales  became  most 
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noticeable  after  July  when  disclosures  of  foreign  "facilitating*1  pay* 

3 

merits  became  public.  Lockheed  officials  feared  the  loss  of  many 
unfilled  foreign  orders  (military  and  cxnnercial)  should  the  names 
of  foreign  officials  and  political  organizations  that  had  benefitted 
become  known.  Indeed/  even  without  names,  they  feared  that  adverse 
publicity  would  affect  future  sales.  Ibtal  sales  through  30  September 
1976  are  shown  in  Exhibit  XT  [10  and  13] . 

3.  Financing  Lockheed 

The  Government  loan  guarantee  was  an  integral  part  of  Lock- 
heed's borrowing  arrangements  in  1971.  These  arrangements  are 
summarized  below: 

(1)  Lockheed's  banks  provide  credit  extension  in  an  amount  up 
to  $650  million  of  which  $400  million  represents  re- 
financing of  a loan  previously  extended  by  these  same 
banks.  The  retraining  $250  million  is  available  to  Lock- 
heed under  the  terms  of  the  Government's  Guarantee 
Agreement. 

(2)  Lockheed's  three  major  airline  customers  agreed  to  make 
an  additional  $100  million  in  prepayments  above  those 
already  scheduled. 

(3)  The  underlying  $400  million  bank  loans  must  be  outstand- 
ing before  any  guaranteed  loans  are  extended,  and  the 
guaranteed  portion  must  be  the  first  to  be  repaid.  The 
guaranteed  portion  must  be  repaid  within  five  years  with 
a possible  three  year  extension. 

(4)  A Security  and  Pledge  Agreement  between  Lockheed  and  its 
banks  provides  for  the  creation  of  a single  pool  of 
collateral  consisting  of  certain  assets  of  Lockheed  which 
are  being  held  as  security  far  the  $650  million  credit. 
This  collateral  would  be  used  first  for  the  repayment  of 
the  Government  guaranteed  portion  of  the  loans. 

Since  the  $400  million  was  outstanding  by  August  1971  the 
guaranteed  bank  borrowing  comaenced  almost  immediately.  These  loans 
totaled  $75  million  by  the  end  of  1971. 


*'*•  Facilitating"  payments  became  a tern  used  by  corporate  officials 
to  describe  foreign  payments.  The  more  harsh  critics  preferred  to  call 
them  "bribes"  or  "payoffs". 
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'ION  FIRM  AND  OPTION  Ir-1011 
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Lockheed's  early  forecasts  projected  borrowings  of  $550  million 


which  would  peak  by  September  1972.  They  predicted  the  guaranteed 
portion  of  the  loan  would  be  repaid  by  the  end  of  1974.  This  projec- 
tion was  to  change  several  tint's  during  the  coning  years  (see  Exhibit 
VI) . The  bank  borrowings  for  1971  were  actually  less  than  the  ocmpany 
had  originally  projected  because  of  higher  operating  profits  on  programs 
other  than  the  lr-1011.  A deferred  liability  to  the  U.  S.  Government 
for  $100  million  plus  two  debenture  issues  brought  the  total  long  term 
debt  bo  $707  million  at  the  close  of  1971  [8] . 

An  attempt  to  tap  the  equity  market  for  funds  during  1972 
failed.  With  Lockheed  stock  selling  at  about  $12  early  in  the  year, 
the  Board  of  Directors  voted  to  increase  the  authorized  number  of  shares 
from  20  to  30  million.  This  increase  would  have  to  be  ratified  during 
the  annual  meeting  in  May.  The  hope  was  that  introduction  of  the  lr-1011 
and  other  "good  news"  announcements  would  increase  the  market  value  of 
Lockheed's  stock  and  allow  them  to  fatten  its  equity  with  a new  issue. 
The  major  banks  indicated  that  they  would  support  any  attenpt  to  in- 
crease the  company's  capitalization  [27] . Before  the  end  of  the  year 
the  possibility  of  another  convertible  debenture  offering  was  also 
brought  up  but  both  of  these  plans  to  use  the  capital  markets  failed. 

The  increased  stock  price  did  not  cane  about  and  the  debenture  support 
failed  to  materialize. 

By  the  end  of  1972,  Lockheed's  guaranteed  borrowing  amounted 
to  $130  million  and  ominous  words  were  coming  fran  GAD.  At  hearings 
before  the  Joint  Economic  Subcaimittee  in  December,  Elmer  Staats,  the 
Comptroller  General,  told  members  that  Lockheed  sales  were  running  far 
below  the  company's  breakeven  point.  Unless  the  company  received  a 
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"substantial  number"  of  additional  orders,  the  L-1011  program  could 
impair  the  financial  condition  of  the  ccsrpany  [Ref.  40] . As  Lockheed 
was  the  nation's  number  one  defense  firm,  the  Congress  and  the  Defense 
Department  had  good  reason  for  concern, 
a.  Merger  Sought 

Throughout  1972  a merger  partner  was  sought  as  a way  to 
help  ease  this  intending  financial  crisis.  In  February  rumors  began 
to  fly  that  General  Dynamics  might  be  interested.  Most  analysts  dis- 
counted a GD-Lockheed  merger  because  neither  could  do  the  other  any 
good.  General  Dynamics  had  more  than  its  share  of  hone  grown  troubles 
without  taking  on  Lockheed's  also.  Any  partner  for  Lockheed  must  have 
a balance  sheet  capable  of  supporting  over  $700  million  in  long  term 
debt  [Ref.  41] . 

Lockheed  financial  bosses  were  trying  bo  "sell"  a merger 
based  on  Lockheed's  successful  performance  prior  to  the  Ir-1011  and 
associated  problems.  The  pro-merger  farces  contended  that  any  risk 
involved  would  be  richly  rewarded  but  by  December  1973,  despite  active 
solicitation,  there  had  been  no  takers. 

The  reasons  for  this  lack  of  interest  were  iiany  but  the 
sheer  magnitude  of  the  debt  was  certainly  foremost.  By  mid-year  1972 
it  was  apparent  that  Lockheed's  credit  would  be  strained  even  more 
by  the  events  taking  place. 

Investors'  lack  of  confidence  resulted  in  Lockheed's  stock 
falling  to  an  all  time  low  of  2 3/4  during  1973.  Although  this  stock 
price  drop  was  caused  in  part  by  a bearish  stock  market  and  a growing 
recession,  many  analysts  were  predicting  bankruptcy  by  the  end  of  the 
year.  With  the  repayment  of  the  guaranteed  loans  now  moved  to  1977  by 


Lockheed  forecasters,  there  again  appeared  a need  for  more  short  term 


''quick”  financing  to  meet  the  company's  cash  requirements. 

The  Ir-lOU  burden  became  heavier  in  1973.  Approximately 
$900  million  in  L-1011  gross  inventory  recovery  was  dependent  upon  the 
receipt  of  future  firm  orders.  The  cost  and  selling  price  of  current 
orders  was  based  on  a 300  aircraft  Ir-1011  program.  This  produced  a 
zero  gross  profit  in  1973  and  this  trend  was  expected  to  continue  well 
into  the  future.  At  the  1973  pace  the  final  realization  of  Ir-1011 
development,  tooling  and  production  start  up  costs  could  extend  into 
the  early  1980 's  [11].  Given  the  worsening  state  of  the  airline  in- 
dustry even  these  figures  were  cver-optimistic.  Delivery  delays  and 
option  cancellations  would  severely  reduce  the  chances  of  recovering 
Lockheed's  IHL011  investment. 

Potential  financing  for  the  future  long  range  version  Ir-1011 
did  appear  during  1973.  Howard  Hughes'  Surrma  Corporation  agreed  to  buy 
$100  million  in  new  Lockheed  convertible  debentures  and  notes  to  help 
finance  the  venture.  $50  million  would  be  convertible  into  common  stock 
and  $50  million  directly  convertible  in  Ir-1011' s [34] . This  credit 
expired  in  1974  when  Lockheed  decided  not  to  develop  the  long-range 
Ir-1011. 

Merger  studies  continued  throughout  1974  under  the  direction 
of  Hazard  Freres  and  Company,  the  investment  banking  firm  hired  in 
December  1973.  Finally  in  May  the  name  was  dropped  that  was  to  continue 
to  stir  controversy  throughout  the  year — Textron  Inc. ! 
b.  The  Lockheed-Textrcn  Plan 

Textron,  a large  industrial  conglomerate  based  in  Providence, 
Rhode  Island  ($1.9  billion  sales  in  1973)  appeared  very  interested  in 
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Lockheed  ($2.8  billion  in  sales  in  1973) , but  strings  were  attached, 
and  it  would  be  a very  complex  arrangement  if  ocnsunmated. 

By  early  April  1974,  two  positive  arrangements  had  taken 
place  which  apparently  pleased  Textron's  management:  the  early  sales 

of  modified  Ir-1011 ' s to  Cathay  Pacific  Airways  and  the  favorable  in- 
crease in  short  term  credit  to  Lockheed  from  its  lending  banks.  In  a 
memorandum  to  the  Emergency  Loan  Guarantee  Board  in  June,  Chairman 
Haughton  (Lockheed)  and  Chairman  Miller  (Textron)  explained  the  plans 
(see  Appendix  C)  [12]. 

The  proposed  arrangement  was  not  a merger.  Textron  and 
Lockheed  were  to  operate  as  separate  entities,  with  many  others  having 
a say  in  the  final  agreement.  The  Emergency  Loan  Guarantee  Board,  the 
British  Government  and  Rolls  Royce,  the  airline  customers  and  Loc  heed's 
banks  would  have  to  approve  the  plan.  Lockheed  and  Textron's  directors 
and  stockholders,  the  SEC  and  the  anti-trust  division  of  the  Justice 
Department  were  also  very  interested. 

Many  analysts  felt  Textron's  move,  with  the  conditions  it 
wanted,  would  be  very  smart  indeed.  Potential  benefits  were: 

(a)  As  a 45%  owner  of  Lockheed  carmen,  Textron  could  add  45%  of 
any  Lockheed  earnings  to  its  own  income.  That  could  mean 
nearly  $1  per  share  to  Textron  in  1975  if  Lockheed  earns  the 
$2  per  share  some  analysts  forecast. 

(b)  Eventual  retirement  of  the  preferred  stock  would  reduce 
Textron's  investment  to  the  $60  million  it  proposes  to  pay 
for  the  new  carmon  stock  issue.  This  would  be  less  than 
Textron's  investment  in  its  biggest  holding  (Aerospace 
Group) . 

(c)  Rejection  of  the  merger  route  at  that  time  did  not  preclude  Tex- 
tron fran  merging  with  Lockheed  later.  It  did  limit 
Textron's  liability  to  the  $85  million  investment  it  pro- 
poses. Urmerged,  Textron  would  not  be  responsible  for  any 
unforeseen  future  debts  or  losses  Lockheed  might  incur. 
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(d)  Writing  off  the  L-1011  costs,  at  miniimin,  would  mean  that  the 
program  would  step  showing  losses  and  could  begin  producing 
a book  profit  if  firm  orders  passed  the  180  goal.  Just 
cutting  out  the  Ir-1011  losses  meant  that  Lockheed's  large 
and  profitable  government  programs,  $165  million  before 

and  interest  in  1973,  could  exert  considerable  upward 
leverage  on  earnings  of  which  Textron  will  own  45%. 

Textron  would  also  give  up  something  by  refusing  the 
merger  route.  That  would  be  the  federal  income  tax  offsets  Lockheed 
losses  on  the  Ir-1011  had  provided  [Ref.  42] . Despite  that  disadvan- 
tage G.  William  Miller  called  the  plan  a "once  in  a lifetime 
opportunity"  [Ref.  43].  Textron  stockholders  apparently  didn't  think 
so,  as  Textron's  stock  plunged  over  33%  by  the  end  of  the  year  [Ref. 
44]. 

In  December  sane  of  the  conditions  of  the  original  agree- 
ment were  changed.  Textron  eliminated  the  45  new  firm  order  require- 
ment as  long  as  Lockheed  would  now  write  off  $800  million  before 
taxes  instead  of  the  $600  million  originally  proposed.  Lockheed's 
banks  were  also  asked  to  accept  a higher  debt/equity  ratio  than  pro- 
posed in  the  original  plans.  Lockheed  stockholders'  equity  would  be 
about  $150  million  after  the  writeoff  and  refinancing,  about  $220 
million  less  than  before  [Ref.  45] . By  early  1975,  an  apparently 
unrelated  matter.  Navy  shipbuilding  claims,  killed  the  deal.. 

Although  officially  claiming  the  Textron  arrangement  was 
killed  by  the  disputed  Navy  claims,  G.  William  Miller,  the  Textron 
Chairman,  claimed  old  age  helped  kill  the  deal  also.  "Dragging  as  it 
did  for  nine  months,  the  plan  began  to  develop  arthritis.  We  could 
hear  cracks  in  the  joints" [Ref.  46].  Whatever  the  reason  was,  the  . 
$100  million  infusion  of  funds  would  be  sorely  missed.  With  this 
capital  need,  Lockheed  went  to  work  almost  iirmediately  to  find  another 
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partner.  General  Dynamics  (again)  the  Rockwell  Corporation  and  Hughes' 
Surma  Corporation  were  all  menticned  as  prospective  saviors  [Ref.  47] , 
c.  A New  Credit  Agreement 

The  lack  of  new  lr-1011  orders  continued  to  cause  cash  flew 
problems  for  Lockheed.  This  situation  resulted  in  the  acceptance  of 
a credit  extension  of  $75  million  by  Lockheed's  banks  in  April  1974 
[Ref.  48] . This  new  borrowing  arrangement  would  be  short  term  and 
secured  by  flight  line  and  finished  Lr-1011  transports  awaiting  delivery 
under  firm  customer  orders  and  by  the  stock  of  Lockheed  Aircraft  Cor- 
poration. Along  with  this  agreement,  it  was  also  announced  that, 
although  this  new  credit  would  help,  an  extension  of  the  loan  guaran- 
tees would  be  needed  beyond  the  present  December  31,  1975  deadline. 

The  additional  $75  million  credit  was  to  become  an  integral 
part  of  a three  phase  agreement  between  Lockheed  and  its  lending  banks. 
Phase  I,  which  was  to  become  effective  April  1,  1975,  extended  the 
company's  financing  including  the  Government's  guarantee.  Phase  II 
contenplated  the  conversion  of  a portion  of  the  underlying  nonguar an- 
teed  bank  loans  covered  by  the  1971  Agreement  to  preferred  stock;  and 
Phase  III  contenplated  an  exchange  offer  of  preferred  stock  for  out- 
standing convertible  debentures,  and  an  additional  conversion  of  non- 
guaranteed  debt  to  preferred  stock.  Both  Phases  II  and  III  were  sub- 
ject to  SBC  and  stockholder  approval  (See  Appendix  D for  more  details) . 

With  the  extended  credit  arrangements  and  the  willingness 
of  Lockheed's  banks  to  restructure  the  debt,  the  banks  would  get  some- 
thing in  return  — a formal  voice  in  the  operation  of  Lockheed  Aircraft 
(Corporation.  Hois  role  in  the  irenaganent  would  come  in  the  form  of 
voting  rights  on  2,750,000  shares  of  the  new  preferred  stock  issue. 


i 
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Each  preferred  share  would  be  entitled  to  one  vote.  Although  this 
was  something  the  banks  had  resisted  far  sane  time  (getting  into  the 
operation  of  a carpany  to  which  they  lend) , the  situation  had  forced 
them  to  become  more  active  [Ref.  49] . 

d.  New  Standards 

During  1974  the  Financial  Accounting  Standards  Board  took 
a controversial  step  toward  correcting  balance  sheet  valuation  prob- 
lems for  Lockheed  and  others  in  the  recent  past.  Beginning  in  1974 
all  research  and  development  costs  (except  those  directly  reimbursable 
by  others)  would  be  treated  as  an  expense  in  the  year  they  occurred; 
past  capitalization  costs  would  have  to  be  written  off  against  retained 
earnings.  This  new  standard  would  have  a tremendous  affect  on  both 
Lockheed  and  its  commercial  competitor,  McDonnell  Douglas  (which  had 
capitalized  close  to  1/2  billion  dollars  of  R&D  expenditures  itself) . 
Although  not  effective  until  1975,  Lockheed  officials  announced  to  its 
stockholders  they  would  iirplenent  the  change  in  1974.  By  year  end  a 
net  amount  of  $448  million  was  removed  from  L-1011  inventories.  This 
net  write-off  reduced  the  equity  by  $275  million  to  $27  million  [30] . 
There  remained,  however,  over  $500  million  in  production  and  tooling 
costs  in  inventory  that  would  be  recoverable  only  if  sales  of  Ir-1011 
aircraft  exceeded  the  orders  already  on  hand  [12] . 

e.  Government  Payback  Begins 

Lockheed  did  make  progress  in  reducing  its  guaranteed  loan 
commitment  during  1974.  Fran  a high  of  $245  million  in  September,  they 
were  able  to  reduce  this  to  $195  million  by  the  end  of  the  year.  The 
burden  of  high  interest  charges  was  especially  heavy  on  these  loans. 
They  paid  over  13%  for  mcney  borrowed  during  the  August-Septenber  1974 


period  [34] . Total  interest  expense,  as  a result,  increased  to  $103 
million  in  1974  fran  $69  million  in  1973  [29] . 
f.  The  1975  Financial  Picture 

Despite  the  overwhelming  concern  with  the  "kickback”  issue 
(see  Section  III.D.7)  several  financial  events  of  importance  took  place 
during  1975.  By  mid-year  it  was  apparent  that  earlier  company  fore- 
casts on  repaying  the  guaranteed  loan  had  changed  [13] . An  updated 
forecast  at  this  time  fran  Lockheed  shewed  that  seme  outstanding 
guaranteed  indebtedness  would  still  remain  as  of  December  1977,  the 
date  on  which  the  original  extension  would  run  out.  This  would  leave 
only  a one-year  extension  for  which  the  canpany  may  apply. 

With  sales  increasing,  bank  borrowings  at  the  end  of  1975 
remained  at  $595  million,  the  same  as  at  year-end  1974,  including  the 
$195  million  guaranteed  fcy  the  U.  S.  Government  (see  Exhibits  XII  and 
XIII) . Although  there  had  been  no  new  borrowing,  there  also  had  been 
no  repayment.  The  cost  of  this  borrowing  in  1975  averaged  7.3%,  down 
from  11.6%  in  1974.  This  decline  was  primarily  due  to  a lower  prime 
rate  and  provisions  of  Phase  I of  the  refinancing  and  recapitalization 
plan. 

By  December  1975  Tristar  inventories  (Exhibit  XIV) , reflect- 
ing the  changes  in  accounting,  could  be  compared  to  the  norHTristar 
inventory  position.  Customer  advances  as  of  December  28,  1975  included 
$26  million  in  interest-bearing  prepayments  from  airline  customers. 

These  prepayments  were  to  be  liquidated  against  deliveries  scheduled 
through  1978  [31] . 


61 


EXHIBIT  XEI 

LOCKHEED  AIRCRAFT  CORPORATION  INCOME  STATEMENT 
(in  millions  of  dollars) 


(Restated)  (Restated)  (Restated)  1974  1975  Change 


Aircraft: 

D-1011 — 

Other 1,891 

Missiles: 

Space,  and 

Electronics....  848 
Shipbuilding, 


Total  Sales 

Operating  Profit 
Interest,  other. 

Earnings  before 
Interest&Taxes . . 

Interest  Expense..  33 

Pre-Tax  Net 

Taxes  (Credit) . . 

Operating  Net. . . 
Extraordinary 


302 

730 

811 

559 

-252 

1,170 

1,007 

1,255 

1,458 

203 

905 

967 

1,153 

1,263 

110 

Net  Income 


Source:  Lockheed  Aircraft  Corporation.  Year-end  figures  taken  fran 

statements  certified  to  by  Arthur  Young  & Company,  Certified  Public 
Accountants. 

Emergency  loan  Guarantee  Board,  "Fifth  Annual  Report. " 


EXHIBIT  XIII 

LOCKHEED  AIRCRAFT  CORPORATION  CONSOLIDATED  BALANCE  SHEET 
(in  millions  of  dollars) 

12/29/74* 

12/28/75 

Change 

Assets 

Current  Assets: 

Cash  and  Equivalent 

122 

58 

(64) 

Accounts  Receivable  (U.S.  Govt.)* 

130 

156 

26 

Other  Accounts  Receivable 

45 

54 

9 

Inventories 

343 

387 

44 

Current  Portion  of  Future 

Tax  Benefit . 

40 

62 

22 

Prepaid  Expenses 

48 

49 

1 

Total  Current  Assets.. 

725  ' 

766  ” 

38 

Plant  & Equipment  (Net) 

258 

256 

( 2) 

Future  Tax  Benefit.  Ncn— 

Current  Assets 

98 

49 

(49) 

unrecoverable  Lr-1011  Costs 

550 

502 

(48) 

Total  Assets. 

17324 

1,573 

(61) 

T.-i  ahi  1 i ,ti  ,eS 

- Current  Liabilities: 

Accounts  Payable 

261 

220 

(41) 

Salaries  Payable 

106 

102 

( 4) 

Taxes  Deferred  or  Payable 

30 

39 

9 

Customers'  Advances 

161 

111 

(50) 

Retirement  Plan 

95 

63 

(32) 

Other 

96 

115 

19 

Current  Portion  of  Debt 

17 

19 

2 

Total  Current  Liabilities...... 

766 

665“ 

(97) 

Deferred  Taxes-Iong  Term. .......... 

10 

16 

6 

Notes  Payable  under 

1971  Agreement 

595 

590 

( 5) 

Deferred  Liabilities 

to  Government 

80 

70 

(10) 

Notes  Payable 

to  Government 

23 

21 

( 2) 

Notes  Payable 

to  Banks 

7 

7 

— 

Debentures 

127 

125 

( 2) 

Net  Worth. 

26 

75 

49 

. Total  Liabilities  & Net  Worth. . . . 

1,634 

_ 1,573 

(61) 

♦Reclassified  to  conform  with  the  accounting  changes  instituted  in 

the  1975  statements. 

Source:  Lockheed  Aircraft  Corporation.  Year-end  figures  taken  from 

statements  certified  to  by  Arthur  Young  & Company 

, Certified  Public 

Accountants. 

Emergency  Loan  Guarantee  Board,  "Fifth  Annual  Report1 

II 

• 
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EXHIBIT  XIV 


1 


LOCKHEED  AIRCRAFT  CORPORATION  INVENTORY  POSITION 
(in  millions  of  dollars) 

. | 

12/29/74 

restated 

12/28/75 

i 

Change 

Ir-1011  Inventories  1 

Gross  Inventories 

..  437 

455 

18  i 

Less:  Customer  Advances 

..  252 

251 

(1)  1 

Net 

..  165  “ 

204 

—w—  | 

Programs  other  than  Ir-1011 
Work  in  Process 

..  394 

483 

i 

89  ] 

Materials  & Spare  Parts. . 

81 

86 

5 J 

Advances  to  Subcontractors.... 

..  105 

95 

(10) 

Gross  Inventories 

..  580 



84 

Less:  Advances  & j 

Progress  Payments 

..  422 

480 

58 

Net  (Nan-Ir-1011) ”158  184  26 

Total  Inventories 343  388  45 

Deferred  Ir-1011  Tooling  & 


Production  Expenses 


550 


503 


(47) 


4.  Controlling  Posts 

The  need  for  new  financing  might  not  have  been  so  great  had  it 
not  been  for  the  monumental  production  and  manufacturing  problems 
Lockheed  experienced  during  the  1972—1975  time  period. 

In  early  1972  it  became  apparent  that  the  cost  of  delivering 
the  initial  airplanes  would  be  greater  than  anticipated.  The  Rolls- 
Royce  receivership  resulted  in  substantial  manufacturing  disruption  of 
the  Ir-1011  during  1971  and  led  to  schedule  changes  and  significant 
problems  in  rehiring  and  training  new.  personnel.  After  a delay  of 
approximately  eight  months,  during  which  production  was  all  but  halted, 
a program  reorganization  and  renegotiation  took  place.  Lockheed  also 
began  a reevaluation  of  its  Ir-1011  program  costs  and  cash  requirements. 

The  higher  costs  were  due  to  a number  of  unknowns  which  were 
associated  with  the  reopening  of  such  a major  assembly  line.  When  the 
program  was  restored,  many  of  Lockheed's  former  employees  could  not  be 
rehired.  As  a result,  an  inexperienced  work  force  was  employed,  with 
attendant  inefficiency  resulting  in  a hLgher-than-enticipated  level 
of  training  [8] . This  and  other  disrupting  effects,  including  inventory 

4 

shortages  and  out-of-station  work,  continued  to  be  felt  through  1972 
and  into  the  early  months  of  1973. 

The  Ir-1011  supply  chain  was  often  critical.  With  over  10,000 
items  used  in  the  production  of  the  Ir-1011  TriStar  purchased  by  Lockheed 
from  suppliers  on  the  basis  of  open  orders  rather  than  on  the  basis  of 
orders  with  a fixed  delivery  schedule,  shortages  were  very  common. 
CJcmpany  response  reduced  these  shortages  considerably  by  mid-year,  but 


^Out-of-station  work  refers  to  work  completed  outside  of  the  normal 
production  line  flew. 
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the  dependence  on  these  suppliers  continued.  A strike  front  June  16, 
1972  to  September  8,  1972  at  a Rolls  Boyce  supplier  caused  considerable 
production  arid  delivery  disruptions.  Another  supplier's  problems  led 
to  Lockheed's  outright  purchase  of  the  oonpany  in  April  1973. 

In  order  to  provide  aircraft  to  airline  customers  who  planned 
on  deliveries  during  the  summer  of  1972  it  was  necessary  for  Lockheed 
to  accelerate  production.  This  increased  production  rate  did  not  end 
as  planned  in  1972  with  the  deliveries  of  the  first  12  aircraft,  but 
continued  throughout  the  year.  The  rise  in  production  was  especially 
marked  in  the  last  two  months  of  1972.  This  effort  fell  somewhat  short 
of  tiie  expected  delivery  goal  (17  out  of  21  aircraft  planned)  but  did 
result  in  increased  efficiency.  This  positive  effect  was  overshadowed 
by  special  "out  of  station"  efforts  and  system  control  inadequacies, 
with  a result  that  production  costs  were  higher  than  expected. 

A significant  effort  was  made  to  improve  manufacturing  opera- 
tions during  the  early  part  of  1973.  Among  the  efforts  made  wares 

(a)  Many  installations  and  functional  tests  were  moved  to 
earlier  positions  in  the  assembly  line  allowing  work 
to  be  completed  and  tested  before  subsequent  installa- 
tion impeded  the  work. 

(b)  A new  training  program  aimed  at  increasing  production 
efficiency. 

(c)  Management  changes  at  the  L-lOU  assembly  facility. 

The  oonpany  also  responded  to  a EAA  survey  of  quality  control 
procedures  by  instituting  many  changes  during  the  assembly  process. 

The  cost  of  these  important  steps  was  estimated  at  $3  million  [11] . 

Despite  these  efforts,  costs  continued  to  rise  faster  than  ex- 
pected throughout  1973.  During  the  late  summer  and  early  fall  there 
was  a disappointing  and  significant  flattening  in  actual  manufacturing 
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hours  required  as  ocnpared  to  learning  curve  projections.  The  two 
prime  reasons  for  this  were 

(a)  Difficulties  of  adjusting  to  the  acceleration  of  the 
manufacturing  flow. 

(b)  The  inability  of  nanufarrturing  management  to  effectively 
control  the  daily  work  in  the  fabrication  and  assembly 
shops. 

By  October,  1973  the  situation  reached  the  stage  where  vigorous  action 
was  again  called  for.  This  included  organizational  restructuring, 
adjustments  in  assembly  and  f Light-line  station  work- loading  and  the 
replacement,  largely  through  early  retirements,  of  several  middle  and 
senior  level  managers. 

During  Novanber  and  December  considerable  improvement  in 
productivity  was  achieved-  With  this  in  mind  the  company  instituted 
an  "Action  Plan"  in  early  1974  aimed  at  continually  reevaluating  pro- 
duction methods.  The  goal  was  to  expend  $50  million  less  than  the 
company  originally  forecast  for  operations  during  1974. 

Throughout  the  year  this  plan  was  continually  revised.  With 
accelerated  deliveries  and  deferrals  a fact  of  life,  a great  deal  of 
flexibility  was  called  for.  Despite  this  changing  environment  deliv- 
eries remained  on  or  ahead  of  schedule,  unit  production  hours  continued 
a steady  decrease  and  the  quality  of  the  delivered  aircraft  improved 
[12]. 

The  ranpant  inflation  during  1974  was  not  without  its  effect 
on  Ir-lQll  suppliers,  Lockheed,  along  with  most  other  manufacturers, 
encountered  general  price  increases  and  continually  lengthened  order 
lead-time  in  acquiring  some  basic  materials.  These  increases  were 
usually  covered  by  abnormal  cost  escalator  provisions  in  the  original 
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Again  during  1975  the  flattened  learning  curve  appeared  when 
delivery  schedules  and  delays  became  carrnonplace  [13] . It  was  clear 
by  then  that  market  uncertainties,  varying  demand,  and  changing  produc- 
tion rates  were  raising  havoc  with  the  cost  control  program.  The  man- 
ufacturing process,  having  suffered  through  years  of  disruptive 
influences  was  new  at  the  mercy  of  customer  needs.  This  could  become 
critical  in  the  near  future  should  sales  cantin’  le  their  decline  as 
planning  for  uncertainly  became  an  important  part  of  the  manufacturing 
process. 

5.  The  L-1011  in  Service 

Seme  major  L-1011  milestones  included: 

5 April  72  — First  delivery  to  Eastern  Airlines  (EAL) 

14  April  72  — FAA  certificate  issued 

26  April  72  — First  Ir-1011  revenue  flight -EAL 

30  June  72  — UK-CAA  Airplane  type  certificate  issued 

The  initial  report  card  on  the  L-1011  was  reasonably  good.  Air- 
line and  passenger  acceptance  was  generally  favorable  with  no  mere  than 
the  usual  initial  difficulties  associated  with  the  introduction  of  any 
new  aircraft.  It  received  very  high  marks  in  reliability  and  for  its 
reduced  noise  levels.  Field  teams  worked  feverishly  to  correct  small 
nagging  problems.  1972  ended  an  an  ominous  note  when  on  December  28th 
engine  problems  caused  a forced  landing  of  a TriStar  and  on  the  following 
day  an  Eastern  Airlines  L-1011  crashed  into  a swamp  outside  Miami, 

Florida  claiming  101  lives  of  the  176  on  board  [11] . With  the  memory 
of  the  "Electra"  crashes  still  fresh  in  seme  officials'  minds,  Lockheed 
experts  rushed  to  help  federal  investigators  determine  the  cause.  Flight 
crew  inattention  was  the  opinion  of  National  Transportation  Safety  Board 
(NTSB)  report  issued  in  June  of  1973  [Ref.  50] . Lockheed  continued 
efforts  at  correcting  the  engine  problems  through  1973.  After  a second 
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engine  shutdown,  a costly  and  time  consuming  engine  inspection  program 
was  implemented.  This  caused  schedule  conflicts  and  delays  until  an 
engine  fan  disc  replacement,  during  the  fall,  reduced  this  problem 
considerably  [12]. 

Steady  improvement  in  "Dispatch  Reliability"  throughout  1974 
gave  the  L-1011  the  jumbo  jet  the  lead  in  "on  time"  departures.  With 
"Operational  Reliability"  exceeding  99  percent  in  spite  of  the  engine 
difficulties,  customer  reaction  was  good  [30].  Unfortunately  this 
good  performance  did  not  turn  into  sales  for  Lockheed.. 

As  production  and  quality  control  standards  increased  so  did 
Ir-1011  field  performance.  By  the  end  of  1975,  500,000  Ir-1011  hours 
had  been  accumulated  and  over  30  million  passengers  served.  The  Dispatch 
Reliability  for  1975  at  98.1%  was  well  above  average  for  the  airline 
industry  [31] . Performance  hai  been  more  than  satisfactory  during  a 
time  when  sales  were  less  so. 

6.  Other  Lockheed  Programs 

Major  losses  on  Lockheed's  defense  programs  by  early  1971  had 
amounted  to  almost  $450  million.  These  losses  were  most  pronounced  on 
the  C-5A Galaxy,  AH-56A  Cheyenne,  Shipbuilding  and  the  SRAM  propulsion 
system  contracts  [8] . Since  1971  the  roTrocmmercial  products  have  been 
the  backbone  of  Lockheed's  financial  strength  despite  the  fact  that 
the  Ir-1011  program  has  shifted  the  company's  sales  toward  the  commercial 
markets.  Sales  to  the  U.  S.  Goverrment  averaged  88%  of  total  catpany 
salt  « from  1968  to  1972,  but  represented  only  74%  of  the  aggregate  in 
1972.  The  figures  for  1973,  1974  and  1975  were  60%,  62%  and  65% 
respectively. 

The  major  non-ocmaercial  aircraft  programs  of  the  cjarly  70  's 
included  the  P-3C  and  S—3A  anti-sutmarine  warfare  aircraft,  the  0-130 
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and  C-5A  aircraft.  In  addition  the  0-130  carmercial  transport  and 
Jetstar  business  jet  contributed  to  sales.  Shipbuilding,  missiles 
and  spacecraft,  and  electronic  computer  systems  comprised  a major  por- 
tion of  the  remaining  business  [31] . 

With  the  exception  of  shipbuilding  these  programs  contributed, 
in  a positive  way,  to  the  company's  operations  during  the  1972-1975 
time  frame.  This  is  clearly  seen  upon  examination  of  Exhibit  XV. 


EXHIBIT  XV 

LOCKHEED  EARRINGS 
(in  millions  of  dollars) 

1972 

1973 

1974 

1975 

Program  profits  (loss)  other  than 
TriStar  program  and  new  ship 
constructions  149.9 

165.8 

192 

252 

New  ship  construction 

(.9) 

(14.0) 

(16) 

(11) 

TriStar 

(80.5) 

(69.7) 

(49) 

(94) 

Interest  and  other  incane  6.7 

6.8 

11 

10 

Interest  costs 

(47.5) 

(69.3) 

(103) 

(67) 

Provisions  far  income  taxes  (14.7) 

(5.5) 

(12) 

(45) 

Extraordinary  gain 

3.2 

2.7 

0 

0 

Net  Earnings 

16.2 

16.8 

23 

45 

Net  Earnings  per  share 

$ 1.43 

$ 1.48 

$ 2.04 

$ 3.86 

Source:  Lockheed  Annual  Reports  (1972-1975) 

7.  Scandals 

In  July  1975  Lockheed  officials  told  the  Securities  and  Exchange 
Canmission  that  Icckheed"oould  lose  lucrative  contracts  if  it  was  forced 
to  disclose  details  of  overseas  sales  arrangements,  some  of  which  involved 
payments  to  foreign  officials"  [Ref.  71].  This  aspect  of  Lockheed's 
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foreign  sales  would  be  reported  almost  daily  by  the  news  media  during 
the  remainder  of  1975  and  well  into  1976.  They  were  not  alcae,  as  sub- 
sequent events  showed;  but,  when  connected  with  cost  overruns,  ship- 
building claims  and  government  guarantees,  Lockheed  became  the  number 
one  target  of  business  critics.  By  August,  it  became  known  that  at 
least  $202  million  had  been  funneled  into  foreign  sales  agreements  with 
about  $22  million  going  to  foreign  government  officials  and  political 
organizations.  Lockheed  officials  argued  that  it  oould  not  identify 
the  beneficiaries  without  jeopardizing  its  $1.6  billion  backlog  in 
unfilled  foreign  orders  (military  and  ccrrmercial) . They  must  be  allowed 
to  continue  payments  or  seriously  hinder  future  sales.  They  claimed 
that  such  payments  are  a normal  and  necessary  feature  of  doing  business 
in  certain  parts  of  the  world,  are  essential  to  sales  and  consistent 
with  practices  engaged  in  by  numerous  other  corpani.es  abroad. 

The  list  of  interested  probers  into  foreign  payoffs  became 
longer  as  the  months  went  by.  The  SEC,  Senate  Foreign  Relations  Sub~ 
carmittee.  Senate  Banking,  Housing  and  Urban  Affairs  Gcrmittee,  House 
International  Relations  Committee,  Senate  Subcommittee  on  Multinational 
Corporations,  GAO,  Defense  Contract  Audit  Agency  (BCAA)  and  the 
Emergency  Loan  Guarantee  Board  were  all  looking  into  overseas  sales  and 
commissions  before  the  year  was  out.  Foreign  payoffs  by  a large  number 
of  companies  were  disclosed  in  investigation  after  investigation.  The 
use  of  "standard  foreign  business  practices”  was  much  greater  than  any- 
one had  imagined. 

By  December,  1975  Lockheed  had  agreed  to  disband  a special  can- 
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missions  fund  of  approximately  $750,000  but  continued  to  deny  airy  alle-  j \ 

qa tiers  of  using  corporate  funds  for  U.  S.  political  payoffs.  They 

, i 
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stressed  that  any  disclosure  of  future  or  past  payments  could 
"significantly  inpair  Lockheed's  ability  to  obtain  foreign  orders,  includ- 
ing future  foreign  orders  for  the  TriStar  aircraft  that  are  vital  to  the 
continuity  of  the  TriStar  production'  line"  [31] . Further,  Lockheed 
officials  admitted  that  payments  to  foreign  consultants  would  continue 
to  be  necessary  in  obtaining  "certain  significant  foreign  orders," 

However  the  Board  of  Directors  had  established  "stringent  policies  and 
procedures"  to  prohibit  any  such  payments  to  foreign  government  officials, 
foreign  political  organizations  and  officials  of  foreign  non-government 
customers  that  would  not  be  deductible  for  U.  S.  income  tax  purposes 
[31] . This  stand  did  not  make  the  obvious  problems  for  Lockheed  go  away 
nor  quiet  the  unfavorable  publicity  the  payoffs  had  created, 

E.  LOCKHEED  1976 

1.  More  Scandals 

The  Bicentennial  year  started  off  much  as  the  previous  year  had 
ended.  With  foreign  payoffs,  resignations  and  disclosures  becoming  a 
daily  publicity  problem  for  Lockheed,  other  difficulties  became  secondary 
considerations.  Decisions  had  to  be  made  concerning  who  would  lead 
Lockheed  through  these  difficult  times  and  who  would  help  finance  them. 
Would  tlve  L—1011  bring  Lockheed  to  its  knees  again?  With  GAD  reports, 

EBI  probes  and  Emergency  Loan  Guarantee  Board  approvals  continuing  to 
dominate  Lockheed's  corporate  life,  would  the  U.  S.  Government  and 
Lockheed  continue  to  walk  iiand-in-hand? 

By  February,  news  editorials  were  discussing  the  impacts  of 
bribes,  payoffs  and  oamissicns  in  military  and  comer cial  sales. 

Lockheed  Aircraft  Corporation  was  considered  one  of  the  most  influential 
cctrpanies  in  this  area.  Indeed,  by  the  end  of  February  two  of  the  most 
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widely-read  weekly  news  publications  had  as  their  cover  story  Lockheed's 
alleged  foreign  payoffs  [Refs.  51  and  52] . Information  was  also  re- 
vealed during  Senate  Subcamittee  hearings,  bringing  further  negative 
publicity  to  Lockheed. 

Sane  of  the  allegations  were: 

— $7  million  had  been  paid  to  Yoshio  Kodama,  a Japanese  right 
winger,  as  part  of  a push  to  sell  six  Ir-lQll ' s for  $130 
million  to  Japan's  All  Nippon  Airways. 

— $1.1  million  were  paid  to  IXitch  Prince  Bernard  in  the 
early  70's  in  connection  with  efforts  to  sell  the  Ir-1011 
and  military  aircraft. 

— $2.2  million  in  payments  were  made  to  Italian  agents  who 
passed  85%  on  to  government  officials  in  connection  with 
Italian  government  purchases  of  Lockheed  transport  A/C. 

Other  countries  said  to  be  involved  in  payoffs  ware  West  Germany, 

Colombia,  Venezuela,  Saudi  Arabia,  Indonesia,  Iran,  Jordan,  Turkey, 

and  the  Philippines. 

By  mid-year  the  Federal  Trade  Ccntnission  (FTC)  had  also  become 
involved  in  an  investigation  of  foreign  sales.  They  wanted  to  know 
if  the  payments  gave  Lockheed  an  unfair  advantage  over  other  companies 
in  making  foreign  military  sales.  Ibis  was  especially  relevant  when 
it  was  revealed  that  All  Nippon  had  dropped  an  option  to  buy  ten 
DO-10  jets  and  suddenly  ordered  six  Ir-1011 's  [Ref.  53],  The  controversy 
continued  throughout  the  year. 

a.  SBC  Actions 

During  1975  the  SBC  began  examining  the  documents  previously 
filed  by  the  25  top  defense  contractors.  This  review,  at  the  request 
of  Senator  william  Proxmire,  was  begun  after  seme  earlier  disclosures 
about  foreign  business  practices  of  U.  S.  corporations.  Publicly  owned 
companies  are  "required  to  file  reports  with  the  SBC  regularly  and 
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whenever  there  is  a significant  happening  that  could  affect  their  finan- 
cial status"  [Ref.  54].  It  was  these  reports  that  were  being  reexamined. 
Shortly  thereafter  there  came  the  admittance  hy  Lockheed  officials  that 
extensive  foreign  payments  had  been  made  (see  page  70) . 

Ihe  SEC's  policy  was  to  require  corporations  involved  in 
improper  overseas  payments  to  (a)  reveal  who  got  these  payments  and 
(b)  agree  not  to  make  ary  more.  Lockheed  resisted.  Negotiations  between 
Lockheed  and  the  SBC  on  a consent  decree,  covering  the  company's  payments 
abroad,  dragged  on  into  1976.  Delayed  because  of  these  negotiations' 
was  the  annual  stockholder's  meeting  and  Phase  II  and  III  of  the  company's 
refinancing  plan.  Finally  in  April  1976  the  SEC  filed  a complaint  in 
Federal  Court  alleging  violations  of  various  provisions  of  federal 
securities  laws  in  connection  with  asserted  nondisclosures  regarding 
foreign  payments.  It  further  contended  that  Lockheed  had  made  payments 
many  times  “without  adequate  records  and  controls"  [Ref.  55]  so  one  could 
not  verify  the  purposes  for  which  the  payments  were  actually  made. 

Lockheed  finally  consented,  without  acknowledging  or  denying,  hy  signing 
an  SEC  decree  on  April  9,  1976.  No  names  of  foreign  officials  or 
countries  involved  were  mentioned  in  the  consent  agreement. 

Included  as  part  of  the  settlement,  Lockheed  agreed  to 
correct  and  amend  its  annual  and  other  reports  on  file  with  the  SEC 
from  1970  to  the  date  of  the  decree.  Also,  a special  review  acmmittee 
acnposed  of  outside  directors  was  set  up  to  investigate  past  payments 
and  practices. 

A high  Lockheed  official  called  the  consent  decree  "the 
pacing  factor"  [Ref.  56]  governing  Lockheed's  ability  to  complete  the 
details  of  the  recapitalization  plan  with  the  company's  24  lending 
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banks,  issue  a proxy  statement  and  schedule  an  annual  meeting.  With 
this  out  of  the  way  the  long  delayed  stockholders  meeting  would  be 
held  in  the  fall. 

2.  A New  Chairman 

By  February  a significant  change  came  about  in  Lockheed's  manage- 
ment.  As  names  of  foreign  sources  were  revealed  in  the  payoff  scandal, 
directors  began  resigning.  Mr.  Daniel  Haughton,  Chairman  and  A.  Carl 
A.  Kotchian,  President,  concluded  that  since  they  had  become  the  focus 
of  the  controversy  over  foreign  sales  commissions,  the  interests  of  the 
corporation  would  be  best  served  by  their  departure  [31] . Mr.  Haughton 
at  first  attempted  to  get  his  own  man  in  as  the  new  Chairman  but  was 
opposed  by  many  of  the  outside  directors,  who  felt  that  Lockheed  needed 
a new  face.  He  finally  gave  in  and  Mr.  Robert  W.  Haack  was  voted 
Chairman.  Mr.  Haughton,  who  had  been  Chairman  of  the  Board  since  1967 
and  a director  since  1958,  would  now  continue  his  relaticnsliip  with 
Lockheed  only  as  an  advisor. 

Although  there  were  changes  in  at  least  six  different  positions, 
Mr.  Haack' s job  would  be  the  most  difficult.  As  interim  Chairman, 
his  planned  time  frame  was  expected  to  be  about  one  year  or  until  he 
could  get  Lockheed  to  "start  refocusing  on  our  orporate  problems." 

This  chore  would  be  an  uphill  battle  all  the  way. 

Robert  W.  Haack  at  age  59  was  considered  one  of  Lockheed's  most 
energetic  outside  directors.  A former  investment  banker  and  ex-President 
of  the  New  York  Stock  Exchange,  he  was  well  connected  in  Washington  and 
wall  Street.  He  had  spent  the  last  two  years  drumming  up  support  for 
various  Lockheed  refinancing  schemes.  He  stated  his  priorities  as 
"getting  us  through  our  financing  problems  and  seme  of  our  Washington 
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problans.  We  have  no  cash  problem  at  present  but  we  do  have  a capitali- 
sation problem  with  too  much  leverage."  By  August  he  was  claiming  that 
"the  big  threat  is  the  L-1011,  and  you  could  almost  characterize  that  as 
a bookkeeping  problem"  [Ref.  57] . 

Hie  L-1011  was  a marketing  problem  as  well.  Although  considered 
quiet  and  efficient  and  having  performed  to  good  reviews  from  various 
airline  customers,  only  162  firm  orders  had  been  taken  by  late  September 
1976.  This  compares  to  an  original  projection  of  over  700  when  the 
L-1011  was  introduced  eight  years  earlier.  By  mid-year  Lockheed  had  only 
about  three  years  worth  of  orders  left,  which  it  must  produce  at  a 
costly,  rock  bottom  rate  of  about  six  planes  per  year.  Projected  operat- 
ing loss  on  the  Ir-1011  in  1976  alone  was  over  $100  million.  By  October 
Lockheed  had  only  five  new  orders  for  its  plane. 

Haack's  goal  was  to  keep  the  L-1011  alive  for  another  five  years. 

If  Lockheed  could  do  this,  its  equity  may  well  grow  large  enough  to 
absorb  the  remaining  $250  million  in  deferred  costs.  It  was  now  writing 
down  $500  million  of  its  deferred  oosts  at  a rate  of  $50  million  a year, 
but,  if  the  plane  is  forced  out  of  production  before  1979,  a $350  million 
to  $475  million  write  off  would  be  required  against  an  equity  of  between 
$100  million  and  $250  million.  Lockheed  would  then  be  without  equity  [57] . 

By  mid—1976  refinancing  appeared  again  to  be  a reality.  The  new 
plan  differed  little  from  the  one  agreed  on  last  year  and  killed  by  the 
foreign  payoff  revelations.  The  banks,  as  originally  planned,  would  con- 
vert $50  million  in  debt  owed  by  Lockheed  to  preferred  stock.  This  would 
boost  the  catpany's  fragile  net  worth  to  $86  million  in  June,  with  a 
total  debt  of  $800  million.  Chairman  Kaack  was  also  able  to  persuade  the 
banks  to  convert  $350  million  of  the  non-guar anteed  debt.  The  switch 
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would  be  fran  90-day  revolving  notes  to  a five-year  term  loan  [Ref.  58] . 
Hie  additional  $75  million  line  of  credit  arranged  for  in  1974  could 
now  be  dropped. 

It  appeared  Chairman  Haack  would  lose  his  first  battle  for 
Lockheed  when  Canada  abruptly  pulled  out  of  a $750  million  order  for 
18  P-3  Orion  ASW  aircraft.  But  Mr.  Haack  acted  immediately  with  a new 
proposal  stretching  the  production  schedule  and  reducing  the  outside 
financing  required.  By  July,  the  Canadians  had  done  an  about  face  and 
signed  the  patrol  plane  agreement  [Ref.  59] . 

The  refinancing  plan,  with  only  minor  revisions,  was  approved 
during  the  first  shareholder  meeting  in  two-and-one-half  years.  This 
meeting  was  unusual  in  that  Lockheed's  lenders  (who  would  soon  became 
reluctant  part  owners)  attended.  By  the  end  of  the  meeting  officials 
felt  confident  in  Lockheed's  ultimate  survival.  Chairman  Haack  claimed 
that  within  six  to  eight  months  the  company  would  no  longer  need  the 
loan  guarantees.  "There  are  some  banks  willing  to  give  up  the 
guarantees  a+-  this  lament,"  said  Haack  "the  majority  would  like  to 
wait  six  to  eight  months"  [Ref.  60] . 

3.  The  Ir-1011  Family 

Late  in  1975  and  into  1976  Lockheed  officials  dicussed  the 
possibility  of  another  L-1011  derivative  to  go  with  the  three  basic 
models  then  in  production  (Exhibit  X) . A preliminary  design  for  a 
Ir-1011— 250  was  proposed  to  its  customers.  The  "Dash  250",  as  it  was 
called,  was  designed  to  meet  the  increased  range  and/or  high  altitude 
airport  requirements  of  certain  potential  customers.  Its  introduction 
was  made  dependent  upon  the  receipt  of  firm  orders.  Exhibit  XVI 
illustrates  the  market  in  which  the  Ir-1011— 250  was  to  compete. 
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EXHIBIT  XVI 
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COMMERCIAL  AIRCRAFT  MARKET 
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During  marketing  efforts  for  the  Dash  250  it  became  evident  to 
Lockheed  planners  that  the  immediate  market  would  require  an  airplane 
designed  to  provide  mediim-capacity,  transoceanic  jet  transport  by  car- 
rying fewer  passengers  at  least  5000  nautical  miles.  A carpany  task 
force,  utilizing  maximum  ccrmonalty  of  design  and  manufacturing  facili- 
ties came  up  with  the  answer— the  Ir-10U— 500.  Comparison  of  the  Dash 
250  and  the  "Dash  500"  indicated  significant  differences. 

-250  -500 


Engine 

Grow 

No.  of  Passengers 
Range 


ra2YL~52T 

496,000 

273 

4300  n.m. 


496,000 

231 

5300  n.m. 


By  August,  British  Airways  had  converted  six  firm  and  three  option  or- 
ders for  the  Ir-1011— 1 into  orders  for  the  Ir-1011— 500  version  and  added 
another  three  option,  orders  on  the  same  aircraft.  The  Dash  500  was 
assigned  production  status  by  September  with  first  delivery  scheduled 
for  sane  time  in  1979  [10] . No  orders  far  the  Dash  250  version  were  re- 
ceived during  1976. 

With  these  new  models  the  Ir-1011  had  branched  out  considerably 
from  its  basic  version  first  flown  in  1971.  Lockheed  officials  now 
talked  of  the  Ir-1011  family  tree  that  would  be  the  basis  far  operations 
into  the  1980's.  They  also  hoped  to  add  a smaller,  more  efficient, 
two  engine  Twins  tar  when  more  favorable  market  conditions  obtained. 
Exhibit  XVII  shews  the  L-1011  and  DC-10  (its  nearest  competitor)  family 
trees  as  of  late  1976  [Ref.  61] . 

4.  Airline  Recovery 

By  early  1976,  the  airline  industry  was  showing  signs  of  recovery. 
With  air  traffic  levels  consistently  above  year-earlier  levels,  earnings 
for  most  carriers  were  improved.  Many  analysts  predicted  this  upward 
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EXHIBIT  XVII 
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trend  would  continue  into  the  1980's*  With  these  encouraging  figures, 
the  typical  aerospace  view  of  the  wide-body  aircraft  market  reflected 
a new,  somewhat  guarded  optimism.  Despite  very  little  to  show  in  new 
orders  during  1976,  a market  appraisal  by  one  Lockheed  official  re- 
flected the  industries'  feelings,  "the  airlines  are  trying  to  postpone 
new  acquisitions  for  as  long  as  they  can — by  putting  in  more  seats, 
going  fear  higher  load  factors  before  increasing  frequency  arid  getting 
better  utilization — if  the  air  transportation  market  does  grow  at  7—8% 
annually,  they  will  have  to  buy  new  equipment"  [61] . Revenue-passenger 
mile  growth  averaged  10%  during  1976  [Ref.  62] . 

5.  Sunniary 

Despite  sane  good  news  from  Chairman  Haack  the  uncertainty 
that  had  existed  over  Lockheed  continued  throughout  the  year.  It  was 
still  unclear  as  to  what  effect  foreign  payoff  disclosures  were  having 
on  Lockheed  as  a going  concern.  Same  immediate  results  were: 

(a)  Claims  by  the  GAO  that  foreign,  payments  may  seriously 
inhibit  Lockheed's  future  success  in  foreign  markets 
and  invalidate  its  current  forecasts. 

(b)  The  possible  cancellation  by  All  Ni  ppon  Airways  of 
its  order  for  six  L-1011's. 

(c)  The  cancel  la  tion  by  Japan  of  a $1.2  billion  planned 
order  for  Lockheed  patrol  planes. 

(d)  Very  delicate  negotiations  with  Canada  over  the  patrol 
plane  purchase. 

(e)  At  least  three  lawsuits  from  interested  parties  asking 
for  the  reimbursement  of  payoff  monies. 

(f)  The  cancellation  of  two  options  by  Cathay  Pacific 
Airlines. 

(g)  Resignations  and  indictments  in  irony  foreign  countries. 

Total  1976  earnings  and  sales  were  down  from  the  previous  year 

(see  Exhibit  XVIII)  indicating  seme  softening  in  Lockheed's  profitable 
defense  business.  The  survival  guessing  game  would  continue. 


Selected  Financial  Data,  Lockheed  Aircraft  Corporation 
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IV.  CONCLUSION 


A.  ASSESS  M-NT  OF  MAJOR  ARGUMENTS  AGAINST  THE 

EMERCTNCY  LOAN  GUARANTEE  ACT 

In  consider irvg  the  issues,  it  is  necessary  to  keep  in  mind  the 
many  important  events  that  have  taken  place  since  1971.  Sene  of  these 
include: 

(a)  Major  changes  in  DC®  contracting  policies. 

(b)  Coqplete  withdrawal  of  U.  S.  troops  from  Vietnam. 

(c)  Democratic  party  election  sweeps  on  three  occasions  (1971, 

1973,  and  1975) . 

(d)  Watergate  and  associated  political  problems. 

(e)  The  Arab  oil  embargo. 

(f)  Severe  inflation  combined  with  a recession  throughout  the 
U.  S.  eoomeny. 

(g)  A financial  crisis  and  U.  S.  Government  aid  for  New  York 
City. 

The  author  presents  brief  discussions  on  seme  of  the  major  arguments 
against  providing  assistance  to  Lockheed.  Many  of  these  arguments  were 
in  the  form  of  predictions  as  to  what  would  happen  if  the  loan  guarantee 
program  was  enacted.  Seme  of  these  predictions  were  so  general  in 
nature  that  the  author's  opinion,  based  on  the  research  material 
gathered,  must  also  be  expressed  in  a very  general  way.  Other  argument- 
can  be  answered  more  directly.  Seme  of  the  predicted  events  could  still 
take  place. 

1.  Political 

The  guarantee  would  "prove  that  Lockheed  has  the  muscle  not 
only  to  get  tiie  military  business  it  needs  but  to  be  bailed  out  of  its 
civilian  misadventures  as  well  “ [Ref.  2,  p.  159] . 
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Discussion:  J.  Ronald  Fox  in  his  book  Arming  America:  How  the  U.  S. 

Buys  Weapons,  devotes  a full  chapter  to  what  he  rails  "defense  market- 
ing1* [Ref.  63] . An  important  part  of  defense  marketing  is  lobbying 
pressure  on  Congressmen.  Lockheed  Aircraft  Corporation,  having  re- 
ceived a larger  share  of  defense  contract  awards  than  any  other  single 
contractor  in  seven  of  the  past  ten  years  (1966-1976) , has  a great 
deal  of  political  power.  This  was  most  evident  during  the  hearings, 
debates,  and  final  vote  on  the  Emergency  loan  Guarantee  Act. 

The  aid  was  necessary  because  of  major  problems  financing  the 
L-1011  program.  But  "civilian  misadventures"  does  not  describe  the 
total  situation.  Part  of  their  problems  stemmed  from  large  amounts 
lost  earlier  on  defense  contracts,  (C-5A,  AH-56A,  SEAM  propulsion 
system) . 

Where  a large  defense  contractor  locates  its  plants  can  be 

vital  to  its  success.  Major  suppliers  for  large  prime  contractors 

* 

also  wield  enormous  political  leverage  by  being  strategically  located. 
The  Ir-1011  program,  although  not  a defense  contract,  illustrates  this 
political  power  base  perfectly. 

Lockheed  relied  on  66  major  suppliers  spread  out  over  23  states. 
The  value  of  the  total  L-1011  production  program  for  these  suppliers 
was  estimated  at  over  $1.5  billion.  With  a congressman's  major  concern 
being  his  constituents,  many  of  whom  may  work  for  these  suppliers,  it 
would  not  have  been  difficult  to  predict  the  outcome  of  many  individual 
votes  on  this  legislation. 

With  political  influence  so  inportant,  it  is  not  surprising 
when  najor  government  contractors  strategically  locate  their  plants 
and  subsidiaries  so  as  to  influence  the  decisions  of  key  congressmen 
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(Lockheed  and  its  subsidiaries  are  located  in  seven  states  and  ten 
countries) . One  Pentagon  staff  member  ably  described  the  atmosphere 
and  how  to  get  around  it.  A way  to  ensure  key  program  passage  would 
be  to  "place  defense  plants  on  wheels  and  pull  them  around  from  one 
state  to  another  so  that  each  Congressional  district  could  have  equal 


time"  [Ref.  63,  p.  150] . 

With  programs  such  as  the  Ir-1011  it  may  be  even  more  them 
plant  location  that  influences  a favorable  vote.  As  one  Congressman 
succinctly  put  it,  Lockheed's  tactics  were  ccnpared  to  "an  80-ton 
dinosaur  who  canes  to  your  door  and  says,  'If  you  don't  feed  me,  I 
will  die. ' And  what  are  you  going  to  do  with  80  tons  of  dead,  stinking 
dinosaur  in  your  yard"  [Ref.  64]?  By  the  end  of  1976  there  were  many 
dinosaurs  flexing  their  political  muscles. 

2.  The  Aerospace  Industry 

"The  loan  guarantee  could  spell  the  beginning  of  the  sociali- 
zation of  the  American  aircraft  and  aerospace  industry"  [5] . 

Discussion;  The  largest  aerospace  companies  are  also  among  the  U.S.'s 
largest  defense  contractors.  Being  a large  defense  contractor  (Lock- 
heed was  the  largest  in  1971)  means  living  with  government  involvement 
in  the  day-to-day  activities  of  the  firm.  In  1962  Scherer  contented 
on  the  dilemma  in  the  second  voltaue  of  the  Weapons  Acquisition  Process: 
Eoonanic  Incentives  [Ref.  65] . 

"A  substantial  degree  of  Government  intervention-socialism  if 
you  like-is  inescapable." 


The  amount  of  "intervention"  had  increased  greatly  by  1971  and  is 
still  greater  in  1976. 

The  role  of  (government  in  making  decisions  has  been  especially 
great  in  government  contracting.  Safety,  equal  opportunity,  environmental 
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concerns  and  many  social  programs  are  now  an  integral  part  of  contract 
terms.  The  switch  from  fixed  price  (TPP)  to  cost  reimbursement  con- 
tracts has  also  stimulated  government  involvement. 

This  author  equates  "socialization**  to  actual  government  owner- 
ship of  the  firm  or  the  nationalization  of  an  industry.  This  has  not 
taken  place.  The  activities  of  the  Emergency  loan  Guarantee  Board, 

GAO,  SBC,  Justice  Department,  and  others  are  not  contributing  to  a 
socialization  process  in  this  strict  sense.  Heavy  government  involve- 
ment will  continue  to  be  a fact  of  life  with  or  without  the  Emergency 
Loan  Guarantee  Act. 

3.  Market  Discipline 

"A  broad  loan  guarantee  bill  will  only  encourage  a continuation 
of  those  practices  that  have  caused  this  trouble"  [Ref.  2,  p.  155] . 

Discussion;  It  is  debatable  whether  the  Emergency  Loan  Guarantee  Act 
actually  encouraged  "those  practices  that  have  caused  this  trouble." 
Certainly  with  the  threat  of  bankruptcy  somewhat  diminished  (although 
not  completely  removed)  truly  efficient  operations  (conscious  or  uncon- 
scious) will  almost  always  be  less  likely.  Without  the  market  discipline 
found  in  more  carmercially  oriented  firms,  Lockheed  and  other  large 
government  contractors  are  less  likely  to  change  their  old  and  sometimes 
inefficient  ways. 

4.  Oontracing 

"The  government  may  give  Lockheed  preferential  treatment  in  con- 
tracts after  the  guarantee  went  through.  This  could  be  in  the  form  of 
sweetheart  contracts  or  an  easing  up  of  contract  administration  policies" 
[Ref.  6,  p.  26409]. 

"What  assurances  will  there  be  that  the  government  will  not 
seek  to  bail  itself  out  of  the  guarantee  cxrrmitmant  through  defense 
contract  Awards"  [7] . 
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ni  orrussion:  There  is  no  hard  evidence  that  the  government  went  out  of 


its  way  to  arrange  things,  through  its  contracting  policies,  so  Lock- 
heed would  survive.  As  stated  in  section  II,  favoritism  in  this  area 
would  reflect  on  tlie  government's  source  selection  and  contract  admin- 
istration policies.  Other  firms  would  surely  be  quick  to  pick  up 
unfair  practices  and  request  redress  through  bid  protest  channels. 

An  indication  that  the  government  has  not  eased  up  cn  contract 
administration  policies  is  seen  in  at  least  three  cases: 

— The  Navy's  serious  dispute  with  Lockheed  in  1971  over  $159 
million  in  shipbuilding  claims,  which  was  still  in  an  appeal 
status  by  the  end  of  1976. 

— The  loss  of  $9.8  million  by  Lockheed  on  a contract  for  two 
icebreakers  for  the  U.  S.  Coast  Guard. 

— No  provisions  for  abnormal  escalation  in  the  basic  S— 3 con- 
tract. Lockheed  was  required  to  live  with  this  during  a 
period  of  very  high  inflation  rates. 

Despite  this  Lockheed  did  very  well  in  defense  contract  awards  from 

fiscal  1971  through  1976. 


Lockheed's  Position  in  Defense  Contract  Awards  ( 1971—1976) 


Year 

Position 

Dollar  value 
of  Contract 
Awards 
(billions  $) 

% of  U.  S 
Annual 
Contract 
Awards 

1971 

1st  place 

1.51 

5.08 

1972 

1st  place 

1.71 

5.11 

1973 

1st  place 

1.66 

5.3 

1974 

2nd  place 

1.46 

4.3 

1975 

1st  place 

2.08 

5.27 

1976 

2nd  place 

1.51 

3.6 

Source:  Weill  Street  Journal 
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Major  new  contract  sign-ups  during  this  period  included  (calendar  years) : 

1971  — Trident  development  funding,  Poseidon,  Cheyenne  development 

Sanding,  P-3C,  Coast  Guard  Icebreaker,  C—5A  modifications. 

1972  — Trident  development  funding,  follow  on  SRAM  orders,  first 

production  lot  for  S— 3A,  38  0-130' s. 

1973  — Trident,  Space  programs.  Propulsion  programs,  0-130' s, 

S— 3A's,  P-3C's. 

1974  — Trident,  Space  programs,  U.  S.  Navy  submarine  tenders,  0-130' s, 

9— 3A's,  P— 3C's. 

1975  — Trident,  Space  programs,  G-130's,  S— 3A's,  P-3C"s. 

1976  — Trident,  Space  programs,  0-130' s,  S-3A's,  P-3C's,  Saudia 

Arabian  air  traffic  control  system,  Canadian  patrol  planes. 

Lockheed's  profitable  defense  contracts  have  certainly  helped  them 


recover  from  past  losses. 

5.  Bankruptcy 

"It  is  the  very  threat  of  bankruptcy  which  often  jolts  firms, 
large  and  small,  from  inefficient  practices  in  their  utilization  of 
labor  and  capital  and  in  their  methods  of  financing  and  marketing.  This 
effect  is  lost  when  there  is  a guarantor  of  last  resort"  [Ref.  2,  p.  158] . 

Discussion:  The  guarantee  program,  as  established  in  1971,  does  not 

make  the  U.  S.  Government  the  guarantor  of  last  resort.  Lockheed  was 

still  capable  of  going  out  of  business.  The  threat  of  bankruptcy  was 

lessened  a great  deal  by  the  guarantees  and  probably  did  perpetuate  a 

sick  program  (the  lr-1011) . The  close  scrutiny  during  the  hearings  and 

debates  (and  during  the  past  five  years)  probably  jolted  Lockheed  from 

sane  less-than-efficient  practices  as  wall  as  a pending  bankruptcy 

oould  have. 

6.  Who  Benefits  from  Loan  Guarantees? 

"Government  guarantees  operate  to  preserve  existing  interests 
in  a business  and  provide  windfall  benefits  to  management  and  stock- 
holders. Cn  the  whole  a monopoly  is  preferable  to  artificial  competi- 
tion" [7] . 


Discussion;  The  government  guarantees  do  operate  to  preserve  the  exist- 


ing interests  in  a business.  This  is  its  very  basic  interest  in  surviv- 
ing. It  is  most  probable  that  the  guarantees  did  save  Lockheed  from 
bankruptcy. 

The  idea  of  "windfall  benefits"  to  stockholders  was  exaggerated 
then  and,  in  retrospect,  seems  even  more  exaggerated  new.  Stock  prices 
during  the  1971—1976  time  frame  varied  as  follows; 


High 

Low 

1971 

15  1/4  - 

7 1/2 

1972 

15  3/8  - 

8 3/4 

1973 

9 3/8  - 

2 3/4 

1974 

5 1/2  - 

3 1/4 

1975 

13  7/8  - 

3 3/4 

1976 

12  1/2  - 

6 5/8 

Source;  Value  Line 

Dividend  payments  have  not  been  made  since  1969.  Certainly 
staying  in  business  prevented  sane  major  losses  for  stockholders  and 
management  (who  may  also  be  stockholders)  but  "windfall  benefits"  have 
. ct  yet  been  attained. 

The  management  situation  has  been  tenuous  at  best.  Although 
a case  can  be  made  that  substantial  salaries  (15)  to  $1 50 , 000-$200 , 000 
range)  can  be  equated  to  "windfall  benefits"  other,  less  desirable 
factors  have  had  a mitigating  effect.  Controversy,  resignations,  and 
indications  of  severe  emotional  stress  (A  company  vice  president  was 
found  shot  to  death,  an  apparent  suicide,  after  the  disclosures  in  mid- 
1975) , all  indicate  less  than  ideal  working  conditions.  The  question 
nay  acme  down  to,  where  would  the  manager  be  had  the  guarantee  program 
not  cctne  about?  Benefits,  from  this  perspective,  range  from  none  to 


many,  depending  on  the  individual  involved. 
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Thus  the  real  "windfall  benefits"  probably  went  to  the  U.  S. 
Government  (in  a cxntracting  sense)  and  Lockheed's  biggest  guarantee 
boosters,  its  banks  (who  stood  to  lose  hundreds  of  millions  of  dollars 
in  a Lockheed  bankruptcy) . 

It  is  doubtful  whether  monopoly  is  preferable  (fran  a buyer's 
standpoint — the  U.  S.  Government)  to  artificial  oonpetition. 

Competition  is  many  times  artificially  stimulated  when  large 
contracts  are  offered  for  bids.  Competition  has  become  the  watchword 
for  government  procurement  during  1976.  In  DOD's  view,  healthy 
(although  somewhat  artificial)  competition  is  almost  always  better  than 
sole  source  (monopoly)  procurement.  Other  factors  to  consider  include: 

(1)  Entry  and  exit  of  large  prime  contractors  in  the  Aerospace 
market  is  very  difficult. 

(2)  Competition  can  screen  out  inefficient  mismanagement  but 
may  also  drive  out  firms  caught  in  unavoidable  difficult 
circuits tances  (ex.  TPP  in  late  60's). 

The  Anti-Trust  division  of  the  Department  of  Justice  invariably  takes 

the  position  that  x+1  competitors  are  always  preferable  to  x.  Thus  an 

opposite  viewpoint  that  "artificial  competition"  is  preferable  to 

"monopoly"  seams  to  be  the  standard  that  most  government  officials  have 

adopted.  loan  guarantees  are  certainly  one  way  of  achieving  this  end. 

7.  Loan  Guarantee  Controls 

"The  breath,  magnitude  and  lack  of  enforceable  controls  in 
this  measure  make  it  a financial  Tonkin  Gulf  resolution"  [Ref.  2,  p.  159] . 

Discussion:  Although  Lockheed  did  have  problems  meeting  their  original 

loan  guarantee  deadlines,  the  Emergency  Loan  Guarantee  Board  closely 

controlled  the  total  loan  guarantee  program.  Lockheed  had  to  seek  the 

Board's  approval  for  any  action  which  could  affect  its  financial  position. 

The  Board's  annual  report  to  Congress  scrutinized  every  major  aspect 

relating  to  repayment  of  the  loan  guarantees. 
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Hie  above  quote  indicates  that  the  spokesman  believed  the  Ad- 
ministration was  trying  to  pull  something  over  Congress'  eyes  which 
would  lead  to  disastrous  follow  cn  aid.  This  has  not  been  the  case. 

8.  Potential  for  Government  loss 

"There  is  substantial  risk  of  default  and  loss  to  the  govern- 
ment in  the  proposed  guarantee"  [Ref.  2,  p.  154], 

Discussion:  The  government  adequately  protected  itself  with  collateral 

in  the  early  stages  of  the  guarantee  program.  Lockheed  assets  of  $253 
million  backed  the  guaranteed  loans  and  the  government  was  given  top 
priority  in  any  bankruptcy  proceedings. 

There  certainly  has  been  danger  points  with  respect  to  potential 
default  by  Lockheed.  They  required  $245  million  of  these  loans  and  an 
extension  to  the  repayment  deadline.  With  $100  million  still  to  repay, 
as  of  late  December  1976,  and  more  than  $253  million  in  assets  still 
backing  the  government  position,  adequate  protection  is  assured  even  if 
Lockheed  should  new  default. 

9.  Credit  Arrangements 

"What  interest  rates  will  be  charged?  Will  the  terms  be  adverse 
to  McDonnell  Douglas  or  to  Boeing,  which  have  to  go  into  the  money 
market  without  the  advantage  of  guarantees"  [7] . 

Discussion:  This  question  points  out  an  interesting  facet  of  the  loan 

guarantee  program.  Lockheed  was  able  to  receive  guaranteed  bank  borrow- 
ings at  8%  and  7.3%  during  1971.  Other  borrowings,  in  subsequent  years, 

J 

averaged  about  3%  above  the  prime  lending  rate. 

If  we  assume  that  McDonnell  Douglas  was  able  to  borrow  at  the 
prime  interest  rate  (which  it  undoubtably  was  not  able  to  do) , then 
Lockheed  paid  only  3%  more  in  interest  for  its  borrowings. 

Since  Lockheed  and  McDonnell  Douglas  have  similar  bend  offerings, 
a oatparisen  of  current  market  yields  over  the  period  1971  to  1976  can 

91 


be  made.  High  and  low  price  quotes  on  Lockheed's  convertible  suboxdi— 


nated  debenture 

4 1/4's 

due  in  1992  are  as 

follows: 

Price  Range 

1976 

1975 

1974 

1973 

1972 

1971 

High 

49 

44  1/4 

36 

44  1/4 

49  3/8 

47  7/8 

Low 

34  1/4 

28  1/8 

24  1/8 

23  1/2 

39  3/4 

25  1/8 

McDonnell  Douglas's  convertible  subordinated  debenture  4 3/4 's 
due  in  1991  are  now  compared: 


Price  Range 

1976 

1975 

1974 

1973 

1972 

1971 

High 

89  1/2 

90  3/8 

87  1/2 

94  1/2 

95 

85  1/4 

low 

59  5/8 

81 

79 

86 

81  1/4 

71  5/8 

Effective  yields  on  these  bonds  can  now  be  calculated  and  can- 
pared  with  the  guaranteed  notes  and  prime  lending  rates 


Current 
Yield (%) 

Lockheed 
Convertible 
Debentures 
High  Low 

Lockheed 
Guaranteed 
Notes 
High  Lew 

McDonnell 
Douglas 
Convertible 
Debentures 
High  Lew 

Prime 

Rate 

High  Lew 

1971 

16.9 

8.8 

8.0 

7.3 

6.6 

5.57 

6.25 

5.25 

1972 

10.6 

8.6 

8.25 

6.6 

5.8 

5.0 

5.75 

4.75 

1973 

18.0 

9.6 

11.15 

8.2 

5.5 

5.0 

10.0 

6.25 

1974 

17.6 

11.8 

13.1 

10.3 

6.0 

5.4 

12.0 

9.0 

1975 

15.1 

9.6 

10.8 

9.25 

5.8 

5.2 

10.25 

7.0 

1976 

12.4 

8.6 

9.4 

8.3 

7.9 

5.3 

7.25 

6.75 

Lockheed's  mrket  debt  shews  significantly  higher  interest  rates 
than  either  McDonnell  Douglas  or  the  Lockheed  guaranteed  notes.  Using 
the  market  rate  as  a fair  indication  of  what  Lockheed  should  be  paying 
for  its  debt,  a clear  government  subsidy  which  discriminates  against 
McDonnell  Douglas'  borrowing  arrangements,  does  exist. 
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10.  Precedent 


"A  dangerous  precedent  it  in  effect  makes  the  federal  govern- 
ment a partner  in  that  ccnpany"  [7] . 

Discussion;  The  loan  guarantee  to  Lockheed  was  a precedent.  Whether 
it  was  a dangerous  precedent  is  still  open  for  argument.  Because  of 
the  environment  fostered  by  the  Congress,  the  news  media  and  the 
Emergency  Loan  Guarantee  Board  there  have  been  no  other  requests  for 

4 

guarantees  under  this  Act.  Firms  in  need  have  still  tried  to  receive 
aid  through  other  means. 

Proponents  of  assistance  to  New  York  City  used  Lockheed  as 
a precedent.  Typical  cxnnections  were; 

"The  Federal  government  has  turned  its  back  on  the  problems 
of  localities.  It's  been  negligent  too  long.  It's  absurd,  when 
they  can  bail  out  the  bankrupt  railroads,  Lockheed  and  the  oil 
ocopanies,  that  they  can  turn  their  backs  on  the  straphangers " 

[Ref.  66,  p.  247]. 

"Don't  tell  me  that  an  Administration  which  asks  to  put  $250 
minion  to  prevent  [Lockheed  Aircraft  Corporation]  from  going 
bankrupt  can  be  indifferent  to  the  needs  of  New  York  City"  [Ref.  66, 
p.  253]. 

A direct  loan  to  New  York  City  was  made  in  December  1975.  The  Lockheed 
precedent  was  an  important  factor  in  getting  this  loan. 

The  Emergency  Loan  Guarantee  Board  tried  to  go  out  of  existence 
in  June  1973  saying;  "While  it  is  possible  that  circumstances  similar 
to  the  Lockheed  srbiation  oould  arise  in  the  future,  such  circumstances 
are  likely  to  be  rare  and  should  be  met  by  a specific  request  by  the 
Administration  to  the  Congress  for  authority  tailored  to  the  existing 
factual  situation  rather  than  by  use  of  any  continuing  general  authority 
delegated  by  the  Congress"  (Emergency  Loan  Guarantee  Act  of  1971)  [Ref. 
11,  p.  11—12] . It  is  likely  that,  when  the  loans  guaranteed  to  Lockheed 
are  no  longer  necessary,  the  Board  will  again  try  to  dissolve  itself. 
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Given  the  new  policies  of  the  current  Administration  this  will  probably 
be  successful. 

Theoretically  another  firm  can  apply  for  a loan  guarantee  so 
long  as  the  legislation  is  on  the  books.  Given  that  this  is  still  a 
last  resort  measure/  sane  interesting  events  could  take  place  should  a 
firm  be  turned  down  in  its  application.  If  the  firm  should  declare 
bankruptcy  a court  suit  could  ask  for  redress  in  the  needed  guarantees. 
The  U.  S.  Government  could  in  fact  be  held  liable  by  the  Courts  for  the 
firm's  ultimate  demise.  This  may  be  another  reason  for  the  Board's 
eagerness  to  go  out  of  existence. 

11.  The  Wide-Bodied  Jet  Market 

"There  is  not  enough  business  for  three  firms  in  the  wide-bodied 
jet  field  and  Lockheed's  entry  will  severely  cripple  the  present  dominant 
U.  S.  position"  [20]. 

"If  Congress  approves  the  bill  it  should  be  prepared  to  sub- 
sidize Lockheed  into  the  indefinite  future.  There  is  not  sufficient 
market  demand  to  support  the  number  of  major  commercial  airframe  makers 
we  have  in  this  country"  [Ref.  2,  p.  158] . 

"The  airline  market  would  not  support  both  the  Lockheed  and  the 
McDonnell-Douglas  Corporation"  [Ref.  2,  p.  161], 

"The  bill  might  result  in  two  sick  companies  instead  of  one" 

[Ref.  2/  p.  161]. 

Discussion:  As  of  late  1976,  the  argument  that  "there  is  not  enough 
business  for  three  firms  in  the  wide'  bodied  jet  field"  has  certainly 
proven  true.  These  three  firms  are  Boeing  (747) , McDonnell  Douglas 
(DO-10)  and  Lockheed  with  its  L-1011. 

The  market,  as  viewed  in  the  late  60's,  was  expected  to  handle 
all  three  manufacturers  but,  by  the  early  70 's,  these  predictions  had 
proven  wrong.  Earlier  and  more  recent  predictions  show  considerable 
disagreement. 
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Prediction  date 

Source 

Prediction 

September  1968 

Lockheed 

1400  L-lQll's  (more  than  1/2 
sold  by  1975) 

mid  1971 

Lockheed 

220  Ir-1011's  by  1977 

mid  1971 

Lockheed 

775  airbuses  by  1980 

mid  1971 

FAA 

760  three  engine  aircraft  during 
70's 

mid  1971 

CAB 

798  three  engine  aircraft  over 
ten  year  period 

July  8,  1971 

Unofficial 

Lockheed 

400  L-1011's 

February  1973 

Lockheed 

350  L— 1011 1 s 

September  1973 

Independent 
analy sis  [Ref . 67 ] 

270-310  L-1011's 

1973 

Bankers  Trust 

229-318  L-1011's 

1973 

Bankers  Trust 

273  L-1011's 

July  1975 

FaA 

300  L-1011's  "not  unreasonable" 

July  1976 

Lockheed 

300  Ir-1011 ' s (with  delivery 
into  the  late  1980‘s) 

In  July,  1976,  the  Emergency  Loan  Guarantee  Board  concluded 
that  "while  there  is  no  reason  to  believe  that  the  300-plane  program 
is  not  realistic,  the  importance  of  achieving  it  to  maintain  future 
reported  earnings  and  for  other  purposes  has  been  lessened  ay  write- 
offs of  research  and  development  expenses  required  for  accounting 
purposes"  [Ref.  10,  p.  27] . 

The  latest  Lockheed  estimates  of  the  wide  aodied  market  reflects 
the  expected  recovery  of  airline  passenger  growth  rates. 


The  market  for  wide-bodied,  aircraft  1975  1980  1985 


Long-range  (over  4,000  nmi) 360  600  1,000 

Medium-range  (2-4,000  nmi)  230  400  800 

Short-range  (under  2,000  rmi) 10  50  400 

Totals...^...... ...... ............  600  1,050  " 2, 205' 


Aircraft  ad5oa7~I57g,/80=450 ; 1981/85=1,150;  1976/85-1,600 

Note:  Figures  relate  to  the  number  of  aircraft  worldwide  projected 

at  year  end.  Source:  Interavia  1/77 
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When  the  three  major  U.  S.  aircraft  producers  are  ocnpared  by 
airliner  sales,  Lockheed's  weak  amercial  position  relative 
to  Boeing  and  McDonnell  Douglas,  is  seen.  But  Lockheed  consistently 
comes  out  ahead  of  both  firms  in  defense  contract  awards. 


US  AIRLINER  SALES 

Total  sold 

Sales 

Delivery 

backlog 

iype 

Boeing  707/720 

to  1-10-76 

1974/76* 

at  1-10-76 

520 

— 15— 

— n — 

Boeing  727 

1,345 

245 

132 

Boeing  737 

489 

108 

29 

Boeing  747 

313 

55 

24 

Lockheed  L-1011 

166 

37 

18 

McDonnell  Douglas  DC-9 

870 

92 

48 

McDonnell  Douglas  DC-10 

244 

37 

18 

Note:  ito  October  1,  1976,  backlog  is  estimated  frcrn  announced  delivery 

schedules.  Source:  Interavia  1/77 


The  dominant  U.  S.  position  in  comer cial  aircraft  sales  has 

« 

actually  increased  since  the  loan  guarantee  proposal.  When  European 
and  U.  S.  aircraft  sales  to  European  airlines  were  corpared  (up  through 
1974) , the  trend  toward  U.  S.  manufacturers  is  made  quite  clear  (Ref.  68] . 


Aircraft  Sales  to  European  Airlines 
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12.  The  TriStar  as  an  Investment 


"Conflicting  information  on  the  Ir-1011  breakeven  point  indicates 
the  actual  breakeven  will  probably  be  nuch  higher  than  Lockheed  project 
ticns"  [Ref.  2,  p.  154]. 


"Lockheed  is  likely  to  lose  as  ouch  as  $2  billion  on  the  Ir-1011 
program  and  these  losses  will  only  increase  if  the  program  is  continued" 
120] . 


Discussion:  Both  of  these  statements  indicate  a lack  of  confidence  in 

Lockheed's  ability  to  predict  the  future  of  the  Ir-1011  program.  In  1971, 
Lockheed  was  projecting  a breakeven  point  of  between  255  and  265  Ir-1011'  s. 
Other  estimates,  before  and  after,  show  considerable  disagreement. 


Year 

Estimator 

Breakeven  Point  (#A/C) 

1968 

Barron's 

300 

1970 

DOD 

370 

1971 

Unofficial  Lockheed  spokesman 

200-400 

1971 

Lockheed  auditor 

255-265 

1972 

Lockheed 

275 

1973 

Independent  analysis  [67] 

287  ( 0%  opportunity  cost) 

1973 

Independent  analysis 

360  ( 5%  opportunity  oost) 

1973 

Independent  analysis 

510  (10%  opportunity  cost) 

1973 

Independent  analysis 

1000  (15%  opportunity  cost) 

Value  Line  [Ref.  69]  predicted  a program  profit  on  the  Ir-1011  during 
the  1979-1981  time  frame. 

As  of  September  30,  1976,  162  firm  and  46  option  orders  had  been 
received.  Given  the  1971  estimate  of  255  to  265  aircraft  sales  neces- 
sary to  break  even,  there  is  still  a considerable  gap  that  must  be  closed. 
Seme  of  the  problems  experienced  by  Lockheed  over  the  past  five  years 
which  have  impacted  the  breakeven  point  are: 

— A slow  production  rate  which  inpacts  the  training,  learning 
curves  and  supplies. 

— Consider  able  cost  increases  in  the  capital,  labor  and 
equipment. 

— A continued  lack  of  denand  combined  with  the  need  to  raise 
prices  to  meet  the  cost  increases. 
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the  independent  analysis  dene  by  Reinl*ardt  [67]  in  1973  points 

out  another  serious  problem  that  Lockheed  planners  apparently  failed  to 

. 5 

consider  in  their  breakeven  predictions.  When  opportunity  costs  are 

included,  significant  differences  appear  in  the  breakeven  point.  When 

varying  production  rates  are  also  considered  breakeven  figures  are  ituch 

higher. 

A 1971  study  estimated  $800  million6  in  program  development 
costs  on  the  Ir-1011.  The  table  below  shows  potential,  profit  and  losses 
based  on  a $14.7  million  selling  price  and  a 300  aircraft  program  (dollars 
in  millions)  [Ref.  3,  p.  1161] . 


Number  of  aircraft 


TOT 

150 

tot 

550 

Amortization  of  $800  million  (cost 

per  plane) 

Estimated  production  (cost  per  plane 

8.0 

5.3 

2.5 

1.5 

original  contract) 

25.5 

15.5 

12.0 

10.5 

Airplane  cost 

"337 r~ 

20.8 

TX7~ 

ii.'O 

Selling  price 

14.7 

14.7 

14.7 

14.7 

Profit  (loss)  plane 

7ioy~ 

(6.1) 

—— 

2.7 

Total  profit  (loss) 

(1.9B) 

(0.9B) 

— — - 

1.5B 

Source:  Hearings,  Ocmmittee  of  Banking,  Housing  and 

Urban  Affairs 


This  early  analysis  assumed  a constant  selling  price  of  $14.7  million 
along  with  a constant  reduction  in  the  costs  associated  with  aircraft 
production. 

These  assunptions  have  been  found,  by  this  author,  to  be 
unrealistic. 


5 

Opportunity  costs  consider  alternative  uses  for  the  money  invested 
in  a particular'  project.  With  the  Ir-1011  these  costs  may  have  been  as 
high  as  $1.4  billion  and  "lost"  for  over  10  years.  Any  analysis  must 
consider  this  "cost  of  capital". 

This  estimate  of  $800  million  is  extremely  conservative.  Various 
spokesmen  indicated  amounts  running  as  high  as  $1.4  billion.  McDonnell 
Douglas  is  said  to  have  spent  $1  3 billion  in  developing  the  DC-10. 
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Simple  calculations  using  TriStar  actual  sales  dollars  and  the  nunber 
of  aircraft  delivered  gives  a rough  estimate  of  the  average  price  and 
cost  per  L-1011  (dollars  in  millions) . 


TriStar  Sales/Price/Oost  Information 


1972 

1973 

1974 

1975 

1976 

Totals 

A.  TriStar  sales 

B.  TriStar  cost  & 

302 

730 

811 

559 

431 

2833 

expenses 

426 

800 

860 

653 

556 

3295 

C.  TriStar  (losses) 

D.  Forecasted  sales 

(124) 

(70) 

(49) 

(94) 

(125) 

(462) 

(#A/C) 

22 

41 

51 

59 

39 

212 

E.  Actual  sales  (#A/C) 

17 

39 

41 

25 

16 

138 

F.  Average  A/C  price 

17.8 

18.7 

19.8 

22.4 

26.9 

20.5 

G.  Average  A/C  cost 

25.1 

20.5 

21.0 

26.1 

34.7 

23.8 

H.  Average  (loss) 
per  A/C 

7.3 

1.8 

1.2 

3.8 

7.8 

3.4 

Source:  Lockheed  Annual  Reports  (1972-1976) 

These  figures  give  a clear  indication  of  the  price  increases 
during  the  past  five  years  and  shew  large  cost  increases  in  the  air— 
crai  delivered  in  1976.  Related  indices7  increased  over  50%  during 
this  sane  time  frame.  The  much  slower  production  rate  during  1976,  which 
was  expected  to  continue  throughout  1977,  also  had  a manor  effect. 

The  final  results  of  the  Ir-1011  program  will  not  be  known  for 
many  years  to  acme,  but,  as  of  1976,  it  is  not  difficult  to  update  the 
earlier  predictions. 

- Lockheed  is  likely  to  lose  a great  deal  on  the  Ir-1011  program. 
Just  how  much  will  be  lost  depends  on  future  sales  and  when 
Lockheed  decides  to  ocnplete  the  program.  It  is  not  incon- 
ceivable that  these  losses  could  amount  to  towards  of  $1 
billion  should  sales  and  production  rates  continue  at  present 
low  levels.  When  more  realistic  assumptions  of  opportunity 
costs  and  slower  production  rates  are  considered,  breakeven 
is  beyond  even  the  most  optimistic  sales  projections. 


Metal  and  metal  produc  at  119  (1971)  - 194  (May  1976)  1967  » 100 
Aircraft  Industries  Average  Hourly  Earnings  $4.17(1970)  — $6.20  {1975) 
Source:  Statistical  Abstract  of  the  U.  S.,  1976. 
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13.  L-1011  “technical  Capnhi  1 i ties 


"The  L-1Q11  contains  serious  technical  defidenoes  including 
inadequate  engine  thrust,  excessive  weight,  and  questionable  design 
features  far  a caossrcial  aircraft"  [20] . 

Discussion:  This  dire  prediction  by  loan  opponents  has  not  proven 

true.  The  Lr-1011  did  have  technical  problems  during  the  introductory 
o 

phases.  The  primary  early  problaas  were  connected  with  the  failure 
of  engine  fan  discs  on  the  early  BB-211's.  Other  minor  problems  were 
(1)  an  engine  "surge”  or  overspoed;  (2)  development  of  a high  overhaul 
rate  for  the  combustion  module  (hot  section) ; and  (3)  a higher-than- 
expectad  lumber  of  accessory  drive-gear  failures.  These  difficulties 
had  been  corrected  by  raid-1974  and  the  Lr-1011  has  performed  well  since. 
Early  introductory  problems  are  outaocn  to  all  new  aircraft  and  this 
plane  was  no  exception. 

B.  SIMftRY 

Lockheed  has  survived  and  ouch  of  the  controversy  surrounding  the 
"Lockheed  loan"  has  faded.  Although  the  U.  S.  Government  has  not  lost 
directly,  there  will  always  be  the  question  whether  or  not  there  has 
be'wi  sane  indirect  loss.  Was  there  a precedent  set  which  will  be 
brought  \jp  in  the  future  if  others  need  assistance?  The  answer  is  not 
a simple  yes  or  no.  Certainly  proponents  of  the  New  York  City  loan 
in  1975  used  Lockheed  as  an  exacple  of  how  government  has  been  used  to 
"bail  out"  large  institutions  in  financial  distress.  Although  differ- 
ing widely  in  the  circumstances,  the  use  of  the  government  to  aid 
organizations  in  trouble  financially  is  now  considered  acceptable  by 
many  people,  when  the  national  interest  is  at  stake. 


8See  Section  III.D.5  for  a discussion  of  the  lr-1011 ' s performance 


The  Bnetgency  Loan  Guarantee  Act  of  1971  has  not  been  used  for 
guaranteeing  loans  to  other  defense  extractors.  A combination  of 
Congress icnai  criticism,  government  involvement  in  the  day-to-day 
operations  of  the  borrower  and  unfavorable  media  exposure  have  sill 
served  to  discourage  other  potential  applicants  for  the  benefits  of 
this  legislation.  This  has  not  prevented  government  contractors  from 
seeking  other  types  of  aid  when  the  situation  warranted.  Government 
assistance  far  defense  contractors  has  continued  by  way  of  advance 

9 

payments,  progress  payments,  and  lesser  amounts  of  guaranteed  loans. 

The  unique  monopsonistic  relationship  between  supplier  and  buyer  of 
sophisticated  military  equipment  has  not  changed. 

This  thesis  looked  at  Lockheed  operations  during  the  1971—1976 
period.  The  management  decision  naking  process,  during  this  time  span, 
has  been  fraught  with  many  uncertainties  and  burdened  by  poor  choices 
based  on  overoptimistic  predictions.  Selling  only  208}°  $25  million11 
airplanes,  while  expected  to  sell  over  700,  has  been  a severe  financial 
blew.  This  has  manifested  itself  in  a number  of  ways,  and  can  most 
clearly  be  seen  by  tracing  Lockheed's  stock  performance  over  the  last 
six  years.  Lack  of  investor  confidence  has  held  Lockheed's  common 
below  $10  for  almost  the  entire  time. 


g 

The  Defense  Production  Act  of  1950  allows  the  U.  S.  Government 
through  various  COD  agencies  to  guarantee  loans  up  to  $20  million  to 
defense  contractors.  These  loans  are  sometimes  called  "V-loans". 

10There  wire  162  firm  orders  and  46  option  orders  as  of  30  September 
1976. 

^The  basic  Ir-1011  price  has  ranged  from  $15  million  to  $30  million 
ever  the  past  six  years.  Price  differences  depend  on  many  factors  in- 
cluding ocnpetitlon,  financing  arrangements,  and  individual  customer 
needs. 
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The  Ir-1011  took  six  years  to  go  from  the  drswing  board  to  first 
flight  (1966-1972).  Another  five  years  (1972-1977)  have  passed  since 
this  major  milestone.  During  these  11  years,  significant  changes 
have  taken  place  in  the  market  in  which  the  Ir-1011  was  to  operate. 

Oil  embargoes,  reduced  airline  passenger  demand,  inflation  and  recession 
have  all  changed  the  environment  for  the  worse.  With  huge  amounts  of 
money  involved,  the  competition,  although  among  only  a few  large  pro- 
ducers, has  been  intense.  These  competitive  aspects  are  expected  to 
became  even  more  prevalent  should  foreign  producers  become  more  success- 
ful in  U.  S.  market s. 

As  of  the  end  of  1976,  65%  of  all  Lockheed  sales  were  to  the  U.  S. 

12 

Government.  This  percentage,  having  remained  almost  constant  over 
the  last  four  years,  is  a significant  change  from  the  way  Lockheed 
used  to  do  business.  Department  of  Defense  contracts  alone  represented 
over  90%  of  the  total  company  sales  during  the  previous  ten  years. 

Given  the  problems  Lockheed  has  experienced  in  selling  the  Ir-1011,  it  is 
likely  that  the  U.  S.  Government  may  again  dominate  its  future  business. 
However  the  coming  end  of  seme  of  its  major  defense  programs  will  also 
have  an  important  impact.  The  P-3,  0-130  and  s-3  contracts,  although 
still  with  large  potential  in  the  foreign  sales  area,  have  diminished 
importance  in  future  U.  S.  sales. 

Lockheed  operates  in  a high  technology-high  risk  environment.  This 
environment,  although  certainly  present  in  defense  work,  is  more  perver- 
sive in  the  commercial  world.  Government  business  tends  to  isolate 
major  defense  contractors  frem  sane  of  the  hazards  of  the  market  place. 


12 


'Sales  to  the  U.  S.  Government  include  foreign  military  sales. 


Expanding  its  share  of  oaanercial  products  has  renewed  this  "shield” 
and,  thus  far,  proven  unprofitable  for  Lockheed,  ftiis  should  be  an 
important  consideration  in  future  corporate  planning. 

Sane  other  uncertainties  Lockheed  planners  may  h?ve  to  contend 
with  could  include: 

— Another  oil  embargo. 

— Further  restricted  use  of  available  energy  sources. 

— Major  fluctuations  in  the  value  of  the  dollar. 

— A changing,  and  potentially  as  favorable,  political  environ- 
ment. 

— Major  challenges  iV.su  "*  gn  producers  in  the  wide-bodied 
get  field. 

— Changes  in  government  regulation  of  domestic  airlines. 

— A less  than  optimum  recovery  in  airline  passenger  traffic. 

Assuming  a more  realistic  approach  to  all  unforeseen  circumstances, 
Lockheed  management  must  continue  to  deal  with  their  biggest  uncer- 
tainty, past,  present,  and  future — the  Ir-1011  will  continue  to  impact 
Locxheed,  in  an  unfavorable  way,  for  many  years  to  cone. 
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APPENDIX  A 


HOUSE  CT  BEPRESEMIATTVEf'  WTINCJ  RECORD  ON  PUBLIC  LAW  92-70 
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/PPQiDXX  A (continued) 


SENATE  VOTING  RECORD  ON  PUBLIC  LAW  92-70 
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APPENDIX  B 


Public  Law  9.2*70 

AN  ACT 

Tu  iWkNtllr  narrfrw;  1>«M  lu  m>ht  banlarai  n4rr|«1«« 

He  it  emir  ted  by  the  Semite  and  U*m*e  uf  Ueyre»e:ttatiren  of  tkr 
/.  Kited  tft ate*  of  A me  tint  ia<  'ongrt**  tusem  bled , 

AHUCT  TtTUt 

Sici'nojf  t.  This  Act  may  1m  cited  as  the  " Emergency  Luun  Guaran- 
tee Act**. 

K»TJtausitxujT  or  tux  boamd 

Sec.  ’2.  There  in  created  an  Emergency  Ijmjx  Guaranies  Hoard 
( referred  to  iu  this  Act  as  the  "lioard  J ctMiqtosed  of  ti»e  Secretary  of 
the  Treasury,  as  Chairman,  the  Chairman  of  the  lioenl  of  Governor* 
of  the  Federal  Reserve  System,  and  the  Chairman  of  the  Securities 
and  Exchange  Commission.  Decisions  of  tlte  Hoard  shall  he  made  by 
majority  vote. 

AUTUOMTY 

Sec.  3.  The  Hoard,  on  such  terms  and  conditions  as  it  deems  appro- 
priate, may  guarantee,  or  make  commitwrnta  to  guarantee,  lender* 
against  low  of  principal  or  interest  on  loans  that  meet  the  requirements 
of  this  Act. 

■.IMITATIONS  ANU  CONDITIONS 

Sec.  4.  (a)  A guarantee  of  a loan  may  be  made  under  this  Act 
only  if — 

(1)  the  Hoard  finds  that  (A)  the  loon  is  needed  to  enable 
the  borrower  to  continue  to  furnish  goods  or  services  and  failure 
to  meet  this  ueed  would  adversely  and  seriously  affect  the  economy 
of  or  employment  iu  tlte  Nation  or  any  region  thereof,  (U)  credit 
is  not  otherwise  available  to  the  borrower  under  reasonable  terms 
or  conditions,  and  (C)  tlte  prospective  earning  power  of.  the 
borrower,  together  with  the  character  and  value  of  the  security 
pledged,  furnish  reasonable  assurance  that  it  will  be  able  tq  repay 
the  loan  within  tlte  time  fixed,  and  afford  reasonable  protection 
to  the  United  States ; and 

(2;  the  lender  certifies  that  it  would  not  make  the  loon  without 
such  guarantee. 

(b)  Loans  guaranteed  under  tins  Act  shall  be  payable  in  not  more 
than  five  years,  but  may  be  renewable  for  not  more  than  an  additional 
three  years. 

(c) (1)  Loans  guaranteed  under  this  Act  shall  bear  interest  pay- 
able to  the  lending  institutions  at  rates  determined  bv  the  Board 
faking  into  account  the  reduction  in  risk  afforded  by  the  loon  guaran- 
tee and  rates  charged  by  lending  institutions  on  otherwise  comparable 
loans. 

(2)  The  Board  shall  prescribe  and  collect  a guarantee  fee  in 
connection  with  each  loan  guaranteed  under  this  Act.  Such  fee  shall 
reflect  the  Government's  administrative  expense  in  making  the  guaran- 
tee tfnd  the  risk  assumed  by  the  Government  and  shall  not  be  less 
than  an  amount  which,  when  added  to  the  amount  of  interest  payable 
to  the  lender  of  such  loan,  produces  a total  charge  appropriate  for 
loan,  agreements  of  comparable  risk  and  maturity  if  supplied  by 
• the  normal  capital  markets. 
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APPENDIX  B (continued) 


»tci  *iTT  n*  nus  <>rtRANTrr.it 

S«c.  5.  In  negotiating  a loan  guarantee  under  this  Act,  the  Board 
•hail  mtk*  every  effort  to  arrange  that  the  payment  of  the  principal 
of  auui  iotffMt  on  any  plan  ipiAnintwl  ithall  W secured  by  sufficient 
property  of  the  enterprise  to  collateralize  fully  the  amount  of  the 
•"««  guarantee. 

wgnutarsrn  \rrf.icvtu.»,  to  i.o\n  oi  absntf.ij* 

^*r.  <.  (a)  A guarantee  agreement  maiie  under  this  Act  w ith  respect 
to  aa  enterprise  shall  r.spure  that  while  tliere  in  any  principal  or 
mf mat  .routining  tiii|atid  <hi  a guaranteed  loan  to  that  enterprise  the 
rotetyrine  may  no# — 

( 1 ) declare  a di  viilend  on  its  common  stock : or 

(2)  make  any  payment  on  ita  other  indclitednpiM  to  a lender 
wrltone  hum  has  teen  guarantnsl  under  this  Art. 

th  n»ay  waive  either  or  Imth  of  tile  requirements  set  fortii  in 

“**  stsonerf  umi.  as  sjwritinl  in  the  guarantee  agreement  rovers  ng  a loan 
r°  any  particular  enterprise.  if  it  determines  that  such  waiver  is  not 
incomument  with  the  reawmatde  protection  of  the  interests  of  the 
1 "'Ito  ■'•tatr*  under  tlie  guarantee. 

• hi  If  (tic  Board  determine*  that  tine  inability  of  an  enterprise  to 
, **n  nrvdit  without  a gurrmifee  under  this  Act  is  the  result  of  a 
--.y*  "*! (i) * * * * * * * *  r,J*  l>a,t  ,>f  management  to  exercise  reasonable  business 
t™****?  ,hc  rnftdii4  i of  the  affairs  of  the  enterprise,  (he  Board  shall 
before  guaranteeing  any  loan  to  the  enterprise  that  the  enter- 
oT-T  Tl  *Ur"  management  changes  as  the  Board  deems  necessary 
fftjw  the  enterprise  a sound  managerial  lose. 

•1.1  . * goaiantee  of  a loan  to  any  enterprise  shall  not  he  made  under 

mw  Art  unless 

(i)  tbs  Board  has  received  an  audited  Hnaucial  statement  of 

the  enterprise : and 

• >1  i *“nt*'rI,n"r  permit*  the  I oard  to  have  the  <nme  access 

»otf«  hooka  and  oilier  iloruinetits  a*  the  Bonn!  would  have  under 
litTv  ^ ***  tin*  loan  is  guaranteed. 

u.,_  , ° payment  sImII  lie  made  or  Uvonie  due  under  a guatnnti-e 

"I**  Act  .lilies*  the  lender  lias  exhausted  any  tome 

t which  ii  niav  have  under  tls*  gnnraiitei’ agreeineni. 

diah  IV  rH-'?r  !?  ,I,“k"!‘r  l-',wr,,,,l"  under  U.U  Act.  the  Board 

/ .?  dwlf  that  the  iinderli ing  loan  igreerneiii  oti  which  the 

raiitrv  is  smight  isuitniiw  all  the  aflinnatiie  and  negative  covenant* 
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ami  other  protective  provisions  which  me  usual  and  customary  in 
loan  ugreenents  of  a similar  kind,  including  previous  loan  agree-, 
meuts  between  the  lender  and  the  Itorrower,  and  that  it  cannot  be 
amended,  or  any  provisions  waived,  without  the  Board's  prior  consent. 

(2)  On  each  occasion  when  the  Itorrower  seeks  an  advance  under 
the  loan  agreement,  the  guarantee  authorized  l>y  this  Act  shall  be  in 
force  as  to  the  funds  advanced  only  if — 

(A)  the  lender  gives  the  Board  at  least  ten  days'  notice  in 
writing  of  its  intent  to  provide  the  borrower  with  funds  pursuant 
to  the  loan  agreement : 

(B)  the  lender  certifies  to  the  Hoard  liefore  an  advance  is  made 
that,  as  of  the  date  of  the  notice  provided  for  in  subparagraph  (A), 
the  borrower  is  not  in  default  under  the  loan  agreement : Provided , 
That  if  a default  has  occurred  the  lender  shall  report  the  facts  and 
circumstances  relating  thereto  to  the  Board  and  the  Board  mav 
expressly  and  in  writing  waive  such  default  in  any  case  w .ere  it 
determines  that-  such  waiver  is  not  inconsistent  with  the  reasonable 
protection  of  the  interests  of  the  I’nited  States  under  the  guar- 
antee ; and 

((')  the  Itorrower  provides  the  Board  with  a plan  setting  forth 
the  expenditures  for  which  the  advance  will  lie  used  and  the  period 
during  which  the  ex}ienditures  will  lie  made,  and,  upon  the  expira- 
tion of  such  periods,  rejiorts  to  the  Board  any  instances  in  which 
amounts  advanced  have  not  been  expended  in  accordance  with  the 
plan. 

(f)(1)  A guarantee  agreement  made  under  this  Act  shall  contain  a 
requirement  that  as  iietween  tiie  Board  and  the  lender,  the  Board  shall 
have  a priority  with  respect  to,  and  to  the  extent  of,  the  lender's  inter- 
est in  any  collateral  securing  the  ham  and  any  earlier  outstanding 
loans.  The  Board  shall  take  ail  steps  necessary  to  assure  inch  priority 
against  any  other  persons. 

(2)  As  used  in  paragraph  (1)  of  this  subsection,  the  term  “col- 
lateral” includes  all  assets  pledged  under  loan  agreements  and,  if 
appropriate  in  the  opinion  of  the  Board,  all  sums  of  the  borrower  on 
deposit  with  the  lender  and  subject  to  offset  under  section  €18  of  the 
Bankruptcy  Act. 

INSPECTION  or  DOCUMENTS  J AUTHORITY  TO  DISAPPROVE  CERTAIN 
TRANSACTIONS 

Sec.  7.  (a)  The  Board  is  authorized  to  inspect  and  copy  all  accounts, 
books,  records,  memoranda,  correspondence,  and  otlier  documents  of 
any  enterprise  which  has  received  financial  assistance  under  this  Act 
concerning  any  matter  which  may  bear  upon  (1)  the  ability  of  such 
enterprise  to  repay  the  loan  within  the  time  fixed  therefor  j (2)  the 
interests  of  the  United  States  in  the  property  of  such  enterprise;  and 
(3)  the  assurance  that  there  is  reasonable  protection  to  tne  United 
States.  The  Board  is  authorized  to  disapprove  any  transaction  of  such- 
enterprise  involving  the  disposition  of  its  assets  which  may  affect  the- 
repayment  of  & loan  that  has  been  guaranteed  pursuant  to  the 
provisions  of  this  Act. 

(b)  The  General  Accounting  Office  shall  make  a detailed  audit  of 
all  accounts,  books,  records,  and  transactions  of  any  borrower  with 
respect  to  which  an  application  for  a loan  guarantee  is  made  under  this 
Act.  The  General  Accounting  Office  shall  report  the  results  of  such 
audit  to  the  Board  and  to  the  Congress. 
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MA.Xi3tVX  OM.IUATION 

Set.  8.  The  maximum  obligation  of  the  Board  under  all  out- 
standing loans  guaranteed  by  it  ahull  not  exceed  at  any  time 
#250,000,000. 

UOMUfCr  LOAN  OCAKANTEE  TV  NO 

Sad.  9.  (a)  There  ia  eatablialied  in  the  Treasury  an  emergency  loan 
guarantee  fund  to  be  administered  by  the  Board.  Tlie  fund  shall 
be  used  for  the  payment  of  the  expenses  of  the  Board  and  for  th; 
purpose  of  fulfilling  the  Board's  obligations  under  this  Act.  Moneys 
in  tne  fund  not  needed  for  current  operations  may  be  invested  in 
direct,  obligations  of,  or  obligations  that  are  fully  guaranteed  as  to 
principal  and  interest  by,  the  United  States  or  any  agency  thereof. 

(b)  The  Board  shall  prescribe  and  collect  a guarantee  fee  in  con- 
nection with  each  loan  guaranteed  by  it  under  this  Act.  Sums  realised 
from  such  fees  shall  be  deposited  m the  emergency  loan  guarantee 
fund.  * 

(c)  Payments  required  to  he  made  as  a consequence  of  any  guar- 
antee by  tlie  Board  shall  be  made  from  the  emergency  loan  guarantee 
fund.  In  tlie  event  that  moneys  in  the  fund  are  insufficient  to  mnke 
such  payments,  in  order  to  discharge  its  responsibilities,  tlie  Board  is 
authorized  to  issue  to  the  Secretary  of  the  Treasury  notes  or  other 
obligations  in  such  forms  and  denominations,  bearing  such  maturities, 
and  subject  to  such  terms  and  conditions  as  may  be  prcscrilied  by  the 
Hoard  with  the  approval  of  tlie  Secretary  of  the  Treasury,  Such  notes 
or  other  obligations  shall  Iwar  interest  at  a rate  determined  by  the 
Secretary  of  the  Treasury,  taking  into  consideration  the  current  aver- 
age market  yield  on  outstanding  marketable  obligations  of  the  United 
States  of  comparable  maturities  during  the  month  preceding  the  issu- 
ance of  the  notes  or  otlier  obligations.  The  Secretary  of  the  Treasury 
is  authorized  and  directed  to  purchase  any  notes  amt  other  obligations 
ianicd  hereunder  and  for  that  purpose  he  is  authorized  to  use  as  a 
public  debt  transaction  tlie  proceeds  from  the  sale  of  any  securities 
issued  under  the  Second  Lilwr+v  Bond  Act,  as  amended,  and  the  pur- 
pojes  for  which  securities  may  lie  issued  under  that  Act  are  extended 
to  include  any  purchnse  of  such  notes  and  obligations. 

FEDERAL  RESERVE  HANKS  AS  FISCAL  AOENTS 

Sec.  10.  Any  Federal  Reserve  bank  which  is  requested  to  do  so  shall 
act  as  fiscal  agent  for  the  Board.  Each  such  fiscal  agent  shall  be 
reimbursed  by  the  Board  for  all  expenses  and  losses  incurred  by  it  in 
acting  as  agent  on  behalf  of  the  Board. 

rUOTECTtON  OF  IIOVEKN  St  ENT’s  INTEREST 

Sec.  11.  (a)  Tlie  Attorney  ficnerai  shall  take  such  action  as  may 
be  appropriate  to  enforce  any  right  accruing  to  the  United  States  or 
ant  officer  or  agency  thereof  as  x result  of  the  issuance  of  guarantees 
undor  this  Act.  Any  sums  recovered  pursuant  to  this  section  shall  be 
paid  into  the  emergency  loan  guarantee  fund. 

(b)  The  Board  shall  Is*  entitled  to  recover  from  the  borrower,  or 
any  other  person  liable  therefor,  the  amount  of  any  payments  made 
pursuant  to  any  guarantee  agreement  entered  into  under  this  Act,  and 
upon  making  any  such  payment,  the  Hoard  shall  be  subrogated  to  all 
the  rights  of  tbe  recipient  thereof. 
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kKfliKTtf 

Sec.  12.  Tin*  Board  shall  submit  to  the  Congrcae  annually  a full 
iviMirt  of  its  o|imtHiru  under  this  A<1  In  addition,  the  Board  shall 
submit  to  the  (’ougrot*  a sjKvial  rrjiwt  not  later  tlum  June  Jib,  1973, 
which  shall  include  a full  rejmrt  of  the  Hard's  operations  together 
with  its  recommendations  with  respect  to  the  need  to  continue  the 
guarantee  program  beyond  the  termination  (late  specified  in  section 
13.  If  the  Board  nworiimends  that  the  program  should  be  continued 
lieyond  such  termination  date,  it  slut  1 1 state  its  re<-<mimendstions  with 
respect  to  tiie  appropriate  Ixmrd,  agency,  or  corporation  which  should 
administer  the  program. 


TxncurATHur 

Sac.  13.  The  authority  of  the  Board  to  enter  into  any  guarantee  or 
to  make  any  commitment  to  guarantee  under  this  Act  term  in  alee  on 
December  3L,  1973.  Such  termination  doee  not  affect  the  carrying  out 
of  any  contract,  guarantee,  commitment,  or  other  obligation  entered 
into  pursuant  to  this  Act  prior  to  that  date,  or  the  taking  of  any 
action  neceaaary  to  preserve  or  protect  the  iuteewts  of  the  United 
States  in  any  amounts  advanced  or  paid  out  in  carrying  on  operation* 
under  this  Act 
Approved  August  9,  1971. 
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MEMORANDUM 

Lockheed  Recapitalization  Program 
5 June  1974 

This  wilt  confirm  rlu-  tnllowing  basic  terms  for  an  agreement  between 
Ijockheed  Aircraft  Corporation  and  Textron  Inc.  with  respect  to  a pro- 
gram for  inn  caw  ne  Lockheed's  equity  capital  and  restructuring  Lock- 
heed’s outstanding  debt  and  credit  arrangements. 

1.  Textron  lm  < <t»ient.  Subject  to  the  conditions  of  this  memorandum, 
Textron  will  purchase  for  investment  (a)  12  million  shares  of  new  Lock- 
heed common  stock  at  a price  of  $5  per  share,  or  a total  of  $60  million, 
and  (b)  250.000  shares  of  new  Lockheed  Preferred  Stock  (described 
Ivlow)  at  a price  of  $100  per  share,  or  a total  of  $25  million.  The  total 
Textron  investment  in  new  Lockheed  shares  will  be  $85  million. 

2.  Lockheed  Rights  Offering.  I^ockheed  will  sell  an  additional  3 mil- 
lion shat  ex  of  new  Lockheed  common  stock  at  a price  of  $5  per  share  by 
means  of  a rights  offering  to  Lockheed  shareholders.  The  rights  offering 
will  lx*  registered  tinder  the  Securities  Laws  and  underwritten  by  Lazard 
Frrres  & Co.  Textron’s  purchase  of  ary  Lockheed  shares  shall  be  con- 
ditioned upon  the  execution  of  an  uadei  writing  agreement  and  effective- 
ness ».f  the  registration  statement  for  the  rights  offering. 

3.  Restructuring  Debt.  The  agreement  is  subject  to  restructuring  the 
present  Lockheed  bank  debt  and  bank  credit  arrangements  as  follows: 

(a)  The  lending  banks  will  convert  $275  million  of  present  Lockheed 
hank  debt  into  2,750,000  shares  of  new  Lockheed  Preferred  Stock 
(described  below)  at  $100  per  share. 

(b)  The  lending  banks  will  make  available  to  Lockheed  credit  lines 
initially  totaling  $375  million  on  terms  outlined  below. 

4.  New  Lockheed  Preferred.  The  new  Lockheed  Preferred  Stock  to 
be  issued  to  lending  banks  and  Textron  will  have  the  following  terms: 

(a)  Total  of  3 million  shares,  par  value  $100  a share.  Aggregate 
par  value  will  be  $300  million. 

(b)  Dividend  rate  -Cumulative  from  1 October  1974  at  5%  per 
annum,  increasing  to  6%  per  annum  commencing  1 October  1979  and 
to  1%  per  annum  commencing  1 October  1980. 

(c)  Dividend  payment-  Cumulative  dividends  payable  on  1 October 
1975  and  on  each  1 October  thereafter. 
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(d)  Voting  -One  vote  per  share  on  all  matters,  with  the  right  as  a 
class  to  elect  25%  of  Lockheed  Directors  in  case  of  failure  to  pay 
dividends  when  due  for  a jx-riod  of  one  year  or  to  meet  required  sinking 
fund  payments. 

(el  Fixed  Sinking  Fund— 6%  of  original  aggregate  par  value,  plus 
redemption  premium,  payable  on  1 October  1976  and  each  1 October 
thereafter  until  fully  redeemed.  This  fixed  sinking  fund  of  $1(1  million, 
plus  premium,  will  he  applied  prorata  on  the  basis  of  the  original  pre- 
ferred shareholders.  'Flu*  sinking  fund  redemption  price  will  be  $106 
per  share  plus  accrued  dividends. 

(f)  Contingent  Sinking  Fund — An  amount  equal  to  50%  of  Lock- 
heed net  income  after  taxes  (at  full  rate  whether  or  not  paid  or  pay- 
able) and  preferred  dividends,  commencing  with  the  calendar  year 
1975,  payable  on  1 October  1977  with  respect  to  such  net  income  for 
calendar  years  1975  and  1976  and  on  each  1 October  thereafter  with 
respect  to  net  income  for  the  preceding  calendar  year.  The  contingent 
sinking  fund,  plus  premium,  will  he  applied  prorata  on  the  basis  of  the 
original  preferred  shareholders.  The  sinking  fund  price  will  lx:  $106 
|x*r  sitarc  plus  accrued  dividends. 

(g)  Redemption — Redeemable  at  any  time  at  the  option  of  Lock- 
heed, in  whole  or  in  part,  at  $106  per  share  plus  accrued  dividends. 

5.  Lockheed  Bank  Lina.  The  credit  lines  to  he  made  available  to 
Lockheed  by  the  lending  hanks  will  be  on  the  following  terms: 

(a)  fnitial  mount  $375  million. 

(hi  Inures  W(  per  annum  until  10  September  1976,  and  there- 
after at  prime  rate  plus  V'% . During  the  |.x:riod  from  1 January  1976 
through  30  September  1976,  a rate  of  prime  plus  *4%  will  apply  to 
that  portion  of  borrowings  under  the  lines  in  excess  of  amounts  set 
forth  below  (in  millions): 

Period  Amount 


1st  Quarter  $350 

2nd  Quarter  315 

3rd  Quarter  275 

(c)  Commitment  fee  of  i/j%  per  annum  tor  unused  jxtrtion  of  lines. 

(d)  Secured  by  the  collateral  now  securing  the  ixx'khced  borrowings, 
plus  a security  interest  in  flight-line  commercial  aircraft  as  contem- 
plated by  the  recent  $75  million  bank  credit 

(e)  Reduction  of  the  lines  on  the  following  schedule  (in  millions) : 

31  December  Amount  of  Reduction 


1977 

197(1 

1979 

19110 


$ 75 

too 

100 

100 

$375 
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6.  Payment  of  />«■/*-»»<  V lntirt'1.  The  deterred  interest  jet-rued  bv 
hnilui'tl  estimated  to  In  fit  million  on  h*  !m  iii<  iiiIh  i IM7  I.  will  In*  jiaid 
In  (hr  batiks  :il  < losing 

7.  f.Vuitro  in  l.nikhicJ  At  1 1‘unitm;  l'|M»n  tin-  lei  apiiali/.tiion,  I.ork- 

.it  counting  jMilii  h*<  will  l«  amended  l>v  writing  <41  rertain  non- 
reclining  iikii  i elated  in  llii-  I.  1011  aid  It  is  nliiiulnl  that  thr 

write  <4T  iiimJm  .in  amended  an  minting  jwilii  v.  which  would  bf  charged 
to  income  in  1071,  would  auiniiiit  to  alum!  $'100  million  ml  after  pro- 
viding for  anticipated  ii-Utrd  tax  hrurliiv  Ihe  an  < minim;  irratuient  will 
lie  subject  to  concurrence  of  Lrkluril.  its  .nidi ion.  Textron  and  the 
SE<!.  Tlir  protected  piogram  lor  VIO  I,  101 1 airplanes  will  not  br  changed. 

8.  l.iukht  )d  Mmiafifnu'nl.  l’rov  isious  satisfacioty  to  Textron  will  be 
made  for  Textron  participation  in  Lockheed  management.  wh‘5e  main- 
taining management  rotitinuity. 

9.  Conditiont  of  Afri-rmrnl  The  agreement  » tuliirrt  to  each  of  the 
following  conditions: 

(a)  Firm  orders  for  the  1. -101 1 will  lx-  suflii  ieni  to  bring  the  total 
program,  including  airplanes  already  delivered,  to  1110  airplane*.  Thr 
delivers  schedules  atui  prices  will  Im-  iiiuiu-dh  am  ptahle  to  < arkhetd 
and  Textron 

(hi  Release  of  the  L’S  Covet niuenl  loan  guaiamee  ti[wm  terms 
mutuallv  acceptable  to  l.oekhi-ed.  Textion  and  the  Ijn  kliml  hanks. 

(c)  Indirations  of  rontinued  sii|>pnit  <>l  tin-  I.  1011  program  bv 
Rnlfc-Rnycr.  including  assurances  with  tespect  to  funding  of  production 
of  the  larger  engine. 

(d)  A favorable  tax  ruling  |iri  nutting  laxkheed  to  change  to  a 
program  basis  for  tax  costing  in  I **7 1.  and  am  oilier  u-ipured  gmern- 
inental  a|>|m>vals. 

(ei  Verification  o f lanklierd  linanci.il  condition  .iimI  ptojection* 

(fl  Audit  of  interim  laxkheed  l.nanciais  t>>  tin-  *\l<in  inpiited  bv 
Textron. 

(gl  No  material  adverse  cliangc  in  lax khe< d‘»  Ihimm-w  or  financial 
condition  prior  to  closing,  las  kliml’s  Ihoiucss  i>>  I *•  < oirdoctcd  in  the 
ordinarv  enursr,  with  au\  transactions  i«iMile  the  mdin.ui  course  to 
lie  subject  to  Textron  concurrence 

(h)  Definitive  agreements  with  a|if>iopiiai'  wan  unties  and  regis- 
tration rights,  anti  salisf.icloi  \ at  ■ungerneiii'.  I»i  under  mi  it  mg  the  lights 
offering  to  lascklwed  shareholtlet  < 

(it  Pr»n>er  <<>r|MHale  appfosals  iim  iodine  .ippros.d  hv  I awkhcetl's 
ami  Textron's  icsjiectise  Itoaulv  <»•  Ihm u-e  uwl  sliatehoitiers 

(ji  A|>pu>sal  bs  lioldeis  t4  two  think  <4  iIm-  mmrjnding  iarklmd 
Suhorduiated  1 VI ventures  to  amend  il«  liuk-uluie  to  imtiiiiI  redemption 
ot  the  Li  klu  ed  Fieleired  Sl<»  k and  other  ncti-ssurs  matters. 

t Is > Closing  bs  to  Nosi-ihIm'i  I4t7l. 


signed  It  j list  <■!!  ION  ■XKINfli  1 < Will  UM  Mu  I IK 

l.tMKIIKkl)  \IR(k  \fr  l‘  « :« (Kin  Ht.\  I It  IN  TEX  I Kf  IN  INt: 
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SUMMARY  OF  FINANCIAL 
RESTRUCTURING  PLAN 

PHASE  I 

I hr  {MiiMi|wii  Klim  id  ihe  1**7 1 ( trdii  A^h«-(iki»c 
jlr  aiUriMktl  A lidliMfi: 

MS  ilu  it-uiuiuiiiMi  iLur  i>rkt<-mlcii  i»  lli  iniiix  i 31. 
it»77 

tt  Mjuuiuiii  itciiil  iiiiuiiu  at  $h  50  million.  ioiimv* 
ni)>  tM!  $-400  cutlbou  < nxiti  NiMa  imi  $250  nullum 
(UuunliYil  Nmcii.  I hr  Cantu  Note  maximum  Mill 
br  mimed  b\  am  uuiiuui  it|u»l  to  iIm  iiimutti 
id  l.icdu  \n4rt  the  lutib  inuvcii  to  Sriie»  A Pie- 
iei real  Stukja  lira  i lixtl  uiuk  r Hum'  1 1 

■ Hie  imetevi  tote  mi  ( utlu  Nmoi  will  Im-  4‘jJ  jirt 
annum  tin  j I ho- veal  primdiiminieniui}*  A|»d  t. 
1075  and  {iimic  plux  t‘.«  ihm-jlin 

H Certain  |iiiaismmii  and  um'iuiih  aic  iimmIiIk-iI  m 
uUu  tlir  ruiMiiiUiiK  thau|;t'  tin  mi  He -oil  ol 
tlevelopntcni  iialk.  and  othet  iiruiuii  mat  lei  % 

I lie  iriiiui  ut  (tie  l‘J74  ( l kiln  ami  SituiHi  A^ic**- 
mc-tti.  nhuh  »ubjcir  tu  leitam  iimdimmv  tan  pi  ovule 
u|>  in  $75  uuiiiiMi  ot  additional  I lnlu.au;  aku  amended 
to  emend  ilie  let  iiutultoii  (Uc  in  lleieuitiei  31.  PJ77. 

SniiuiiaiR-iHJvIv  null  ihr  aim-mluH-ui  ol  die  !‘..’7! 
t leilu  Agi  cement.  Lmkltecd  ixkued  m in  U-imIiiik 
bank*  len-vear  vurraiiit  umtei  mIim.Ii  liw  inddei*  u>a\ 
{MiuhoM-  1.75  inillinti  xharextd  inriintott  timkai  $7  m i 
vital  e 


PHASE  U 

Convttnion  of  Sank  Dub*  to  Preforrod  Stock 

t-idloMing  die  ncimiry  approval*  br  !.otklicfd» 
duri  hnklm  and  ikbcmunriniMrii.  the  bulk)  Mould 
iiunni  $13  nuiliiMi  ol  uuitundui^  C-ietUt  Mote*  under 
iIm-  11171  (a edit  Agieeiocni and  $7  laufemi  of  deterred 
■nit- tea  on  bank  indebted*  te*»  iitlu  nevt  Ian  khecd  Serse* 
A Piclerred  Sduk.  Upon  thu  cntiverttim.  lankhred 
Mould  uMk-  to  the  bank)  leu-year  warrant*  tor  an  arbti- 
i tonal  1.1*5  iniShon  dure*  ui  luumum  *imk  a(  $7  pel 
viral  c 

Am*m<Sm*nt  of  Credit  Agrtoment 

< niani  |Movnio«M  ami  invritaiil*  a ill  lie  modified  id 

• ellrti  the  tomt-tdon  id  debt  to  Preferred  Sunk  ami 

• uhri  iH-irviiin  inaitrtv 
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PHASE  III 

Exchange  of  Convertible  Preferred  Stock 
for  Convertible  Subordinated  Debentures  v 

Suliseipieui  in  dir  .Klimts  «li-s«  til  ted  in  tin*  pii-ieding 
jMi.igi .tftlis.  I in  kill'*'*!  umild  itlliT  lit  ext  hangc  shales 
ol  iwn  Vim'sHI  mmmil4e  ISeleued  Stmk  lords  mil- 
iuwIiii^  $125  inillimi  issiir  ul  I'l'i  t mneiiilile  Sulmi • 
dlltalt'd  IVlrtillllK'S 

Conversion  of  Additional  Bank  Debt  to  Preferred 
Stock 

l poll  * misuiiuiMlimi  mi  (In*  exchange  olid.  ill*' 
I uiiks  umilii  .j>  in  $25  inillimi  ul  wlilinmul  ii»- 

ili-lni'iliirss  tm  Spin's  \ ISeleried  Sunk.  II  $15  inillimi 
m in* Mi*  (|iiiiui|mI  jiiuimiii)  ol  (In'  ilHn  iiiui  rs  jir  ex- 

* hanged  Im  Sc'iu".  H limii'iiilili'  t’relciied  Slink,  tin.' 

• onset  simi  umild  Im*  $25  iuiIIiimi  ul  additional  loans.  II 
U-ss  ilian  dial  .niKHini  ul  debentures  is  exchanged.  ilu* 
« mni'isiun  would  In'  mi  a ilolLii -lur-dollai  basis  I m tin* 
.iinmini  i'Xi  i tanged  in  t'xi  rss  oi  $25  inilliun  Inn  U-ss  llran 
$15  inilliun. 


NEW  LOCKHEED  SERIES  A 
PREFERRED  STOCK 

I In'  iM'u  l.mkhriil  Series  A Preferred  Siuik.  i"  b*' 
issued  lu  iIr‘  leu* ling  hanks.  Rill  have  llie  lullnwing 
nuns. 

a.  I'mal  ut  up  lu  750.000  sliates.  $1  par  value.  litpii- 
• laiiuii  prelereme  $100  per  share.  Senim  in  all 
ullu*r  Prclrrrrd  Sunk  on  li*|UMlaiimi. 

It.  Dividends,  pai al4c  semiannually.  Mill  lie  i uninla- 
iive  IriMii  ilalr  ul  tsMiaiue  ai  $0.54)  jmt  sliaie  pet 
sear,  and  will  he  junior,  in  rigln  ul  paynirni.lodis- 
iileml*  imi  Series  B 4misertil4e  Prelerred  Sunk 
exi  i'|ii  iu  litpiidalimi. 

< Sinking  IuimIs: 

(1)  Fixed  sinking  luml  will  imnuKiii  r on  May  I, 
l«)7y  in  an  annual  amount  eipwl  m HP?  <4  die 
original  aggregate  liipiiilaiion  prrfereme. 

(2)  t'miiingcirl  sinking  IuimI  nill  eommeme  mi 

May  I.  107**  in  an  annual  aiiMHifJlnpiahu  UK 
ol  ihe  prior  years  mi  tmoiine(asdrfined)  U-ss 
all  prci'crrevl  ilivirlemU. 

d)  Sinking  lutxl  re*leiii|Mioii  pi  Me  will  In'  $HW 
per  share. 

•I  4 tfuimial  reih'inp  ion  Mill  Im-  ■»ros  iihil  ai  $HW  |M'i 
sliaie  allei  Mart  It  I.  WHO.  p.  ..»ia  tvtih  Seites  It 
e.  lli4*U  is  will  have  i.-m*  vine  |Mi  share  tin  all  mat 
lets,  widi  the  nglil  l«»  eleu  20*!  ui  iIh’  ImmuI  ul 
ihrt'iiuis  tl  a sinking  IuimI  paiiuein  m imu 
scutuiiuu.tl  ditideiMlsan  passed. 
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NEW  LOCKHEED  SERIES  B CONVERTIBLE 
PREFERRED  STOCK 

I In'  piiuripal  terms  with  irs|H'i  1 1«>  pricing  the  nru 
Lmkhccd  Series  li  Convertible  ISeicncd  Sunk,  ex- 
pc*t  led  in  Ih‘  ottered  in  cxi  liange  It H solMirdiuated  de- 
bentures, have  not  \ii  lieeu  deict  mined.  l ei  ms  ilia) 
have  lieeii  delei  mim'd  au'  as  follows: 

a.  Dividends.  payable  semiannually,  uill  In-  < utiiula- 
livi- 1 mm  date  ol  iviii.uni-  ami  senior,  in  right  of 
|»a  vine  lit.  to  dividends  on  Scries  A Preferred  Sim  k 
exiejM  in  liquidation. 

li.  In  liipiiilation  will  lie  jiniioi  to  Series  A I’releried 
Stork. 

t.  Holilers  will  have  one  vote  jh-i  sliaii-  on  all  mat- 
ters. with  the  right  to  elert  two  iliieitors  ii  three 
ilivitlemls  are  |mimsI. 

<1  Sinking  tuud  will  t ninnieiw  e in  ll>8:(  in  an  annual 
aitioiinf  equal  to  IOV»  ol  the  aggregate  liquiilation 
preference  outstanding  on  Or  toltet  I.  I98S. 
e.  Shares  will  lie  « onvertilile  into  I m kliceil  « oininon 
sum  k. 

I.  Optional  reileuqaioii  alter  Maith  I.  1980  will  lie 
provided  pro  rata  with  Series  A. 

CONDITIONS  OF  AGREEMENT 
I he  transactions  loulrinplated  In  Phases  II  ami  111 
are  suhjei  t to  the  Ini  lowing  conditions: 

a.  Neressarv  approvals  hv  Lockheed  shareholder* 
h Approval  In  liohlcisoi  iwo-ihitilsol  ilieontstaml- 
ing  l-ocLheed  Subordinated  l)cl>enitts»*s  ol  au 
ameiidineut  to  the  Indenture  to  |>ciinii  payment 
ol  dividends  mi.  aud  maiidatnn  and  optional 
re«letii|>tiiMi  ol,  ihe  new  Series  A ami  Seiies  B 
Preferred  Stm  k 

*.  No  event  ol'  default  under  the  amended  1971 
Credit  Agreement  and  1971  ( '.redit  and  Sec  ut  il  v 
Agt  eeiueiit. 

In  addition,  I’luw  III  will  icquiu-  that  a tegistration 
slalenirtsi  lot  the  exihange  oiler  undei  the  Set  u ride* 
A*  lot  IldSIx'i'lkvmc 
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